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PREFACE 


A word IS perhaps needed in ju'^tification of the 
author s attempt in bringing out this manual Hav- 
ing been connected with the teaching of this subject 
for over a decade and having been confronted with 
certain real difSculties of his pupils, this little volume 
IS the outcome of the author’s sincere desire to 
render the subject more easily graspable by the 
younger students , and how far he has succeeded in 
his efforts towards this aim wiser and abler beads 
alone will tell 

This book should prove of immense help also to 
business men who have adopted, or intend adopting, 
modern methods of conducting their trade activities 

s B Gupta- 

Shurja, September, t9S4 


PREFACE TO THE SECOVD EDITION 

In bringing out the second edition of this manual 
mo pains have been spared to render it all the more 
useful It has been thoroughly revised, enlarged and 
brought upto date Some of the chapters, for ins 
tance on ‘Time and Labour Sacinp Appliances,' 'Home 
Traded 'Agents and Middlemen,’ have been re written , 
and considerable additions have been made in regard 
to other topics The book jo the present form would, 
it IS sincerely hoped, meet in full the requirements 
of the students of this subject, in nearly all the pro 
Vinces of India 

The author takes this opportunity of thanking 
all his friends and colleagues for tbeir valuable 
suggestions so ungrudgingly offered for the better 
ment of this book 

Mag, 193S THE AUTHOR 
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Preface to the Third ll' * 

< In the present edition of this book the chapters on 
"Postal Information”— both Inland and Foreign 
have been revised and several now topics introduced 
with a view to incorporate the latest Postal and 
Telegraphic regulations Considerable matter has 
also been added to information regarding the "Air- 
meil” services, the Telegrams and Telephones. 
March, 19S7. THE AUTHOR 

Preface to the Fourth Edition 
Once again this book has been thoroughly revised 
and enlarged Much useful additions have been made 
to Chapters on Filing Systems and Bills of Kxehange. 
Secondly, as a result of suggestions received, the 
"Corr€SpoadenC€’* Sectloa is now given the first 
place. 

In Its present form this book is sure to meet the 
special requirements of the Intermediate Course for 
the first vear, and the author is glad to record with 
satisfaction the popular reception this book has 
already received. 

July, nss The author 


Preface (o the Fifth Edition 
In this fresh edition of the book the ‘Postal 
ilnformation' has been brought up-to-date. It has 
ibeen carefully revised and also re-arranged in a 
way. Some useful matter has been added to the 
Jhapters on Bills of Exchange and Promiseory 
*Totes. with a view to render the book all the more 
lelpful to the Intermediate students. 

du(iu3f, 1940. The author, i 
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A word as to the Usefuloess of the Subject 

It is a fact of common Lnowledge that xn modern 
time's trade industry, and commerce of the world 
have much developed Etoit country, large or sroaH, 
and situated any where on the globe, must partake 
of this world business Every province or state 
withm a country is now a days an active centre of 
some sort of manufacture or business pursuit 

The enormous volume of world wide commerce 
naturally involves monetary transactions worth 
crores of rupees, and whole armies of bu'ines'mea, 
hankers, accountants, clerk«. «aJesmen, and the like 
are engaged in its various operation^ 

Alongside this huge development of indu«trr and 
commerce a need has been felt that our youngmen, if 
they are to become successful leaders of bunnes*, 
should receive systematic training in most modern 
bQSineSS isetbods is tbe educational institutions 
This sort of training has had valuable results in 
other countries In general, it enables people to fit 
in more effectivelv and co-operate more mtelllgentJr 
in the larger organisations which are becoming so 
prominent a feature of modern industrv and com 
merce Persons, properlv trained, not only adopt the 
best method of doing the wort, but al«o understand 
tbe purpose and scope of the occupations thev engage 
in As a result, young men realise the significance 
of th<“ir task, acquire habots of lodustrr and grudge 
no efforts for the sncce««; of their business 

India has already embarked on her mi"ion of 
industrial and commercial regeneration of tbe people 
and stands in need of specially trained men of bu'l- 
nes". A good knowledge of bu«me«s affairs will enable 
ns to take real interest ID work, lessen drndgerr bv 
following up to-date methods and help much in the 
advancement of trade and indu'trr of the co-antTv. 
Hence the 'itndy of a auitable course of ‘SBSlBesS 
TralalnS’ is of vital importance to us alL 
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SICCTION I 

BUSINESS CORRESPONDENCE 



CHAPTER I 

Introduction 


The art of writing letters is called Correspondence. 
It IS with the use of letters that persons living at a 
distance can exchange their thought*, know the wel- 
fare of each other, and oven settle tnan^ a matter 
which would otherwise have required personal meet- 
ing Modern business in every part of the world is 
carried on mainly through the medium of letters 
The routine in Government and other public offices 
Is conducted by means of letters passing from one 
department to another 

To bo able to write good letters it is necessary 
■that the writer should have : — 

(1) A complete information of the subject matter 
or topic to be dealt with 

(2) He must po««os8 a good working knowledge 
of tho language in which the letter is desired to be 
expressed 

Letters are generally written in English, since 
It 18 the language most widely used throughout tho 
British Empire and m other parts of the world To 
express one's ideas correctly in English, it is Impera- 
live that the writer should be thoroughly conversant 
with the ordinary rules of Grammar and Compo- 


He should know tho correct meaning and use 
of technical words and phrases relative to a particu- 

lar Bubject.^m^ be able to adapt the style of writing 
to the different requirements of correspondence, that 
is. he should choo-o the style or mode of writing 
a letter according to its nature and use As will tw 
shortly explained, the styles of private Utters, busl- 
Sess letter*, and official drafts, all differ from one 
another 
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In short the person who has to write letters must 
be ell educated, well-informed and resourceful He 
must be able to eipres': himself clearly as well as 
correctly 

Branches ol Correspondence The subject of 
Correspondence is usuallv divided into three mam 
branches — 

(1) Private or Persoual — \li letter® which are 
written between relations, friends and acquaintance® 
come within this branch Post card® or ortai-o tjofc 
papers (S'XSg*) are generally used for such letters. 

12) Business or Commercial — This branch includes 
all those letteTo which pass between merchants, 
manufacturers, hankers, etc , m connection with busi- 
ness matters Such letters are mostly written on 
guarfo (8'XIOV) or business letter papers 

(3) O^etal : — Wjtbm this branch come oil com- 
xnunicatioQs (letters, memos, etc ) passing between 
the offices of Govt. Departments, whether Local or 
imperial They relate to the various matters of 
the 8dministrst(OQ''of a country and are nritfen 
mostly on the Foolscap-stze papers (8'X23*). 

Business Correspondence 

'Letters are the soul of business' , wilhout letter® 
modern methods of business could never have 
achieved even half the succe-s they have During 
tne past century, roanufactures, industry, trade and 
transport have much progressed, and along with 
them has increased the use of business corres- 
pondence In its turn this correspondence has greatly 
helped the growth of busine®® and trade In fact, 
commerce is both the cause and effect of corres- 
pondence 

^^DOlUies ol a Business Letter — A good commercial 
letter should display 7 C’b, that i®, it should have — 

(1) Clean and neat appearance, 

(2) Correct Grammar, 
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<J) ( Jcar meaning, 

(41 ( oiicjso form, 

(>) ( omplote Ktatement, 
l6> Convmcinr fact^, anti 
(7) Courteous style 

Neal appearance -a business letter should bo 
wrifton Itsibly or typed on a neat and fine sheet of 
papor 1 liiH will do much in producing a good effect 
on the recipient of the letter lie is sure to form a 
respectful opinion ab( ut you and your business 
When a bUer is ///p/* it should bo free from 

marks of « rasing c« rrtctions. spots of ribbon Ink, 
etc folding, siainping, and addressing should all bo 
done in a neat and nici manner 

Clear and Correct fifeaotng— The letter should be 
correct in Or nicmar and ckar in sense For example, 
note tfie diffurotico b twein the meanings of the 
following sentences . - 

(1) Plotse send the Ooofls per V' P r.onfy, 
by tho Cth inst/ 

(2) 'Please -end tho Go^ds per V P P.only 
by tho Cth insl 

(3) Pieasii send onip tho Goods per V P P, 
b> tho «jth insf 

( 4 ) ’Pl<a»o >n’ij send tho Goods per V P P., 
by tho (.Ih inst 

The change In the place of the com/na alono has 
altortsl the memvng In tho first •onienco tho stress 
Is on tho iiiethtKl of sending the good*, that h by 
'V P P . hiU» in tho second, stress Is U1 1 on time of 
sending tho that Is, Cth of the samo month 

In other two eentt nci * tho stress Is on *Oooii»’ and 
'send’ r<spcc«i»c!y Tbcrfforc. spichl attention 
should he paid to ordinary rubs of piinctuation, 
spelling, place of words etc Amounts must be very 
carefully written, loth in words anl m figures 
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where necessary Spellings of the names of person® 
and places must be correct 

Concise yet Complete Statement —In busmen: 
Time IS money hence unnecescarjly Jong letters 
waste time both of the writer and the reader Be 
frank, and write just to the point Do not beat about 
the bush a« thev cay 0«e only as many words to 
express your «ense a® are absolutely necessary 

But at the same time while you try to be short do not 
be incomplete not eren In telegrams 

It is altogether un necessary to use idioms or 
write poetical English in business letters On the 
other hand the meaning and use of certain phrases 
terms and abbreviation® occunng in everday busine's 
language must be thoroughly understood 

Courteous Manner— Be always polite m writing 
these letters Do not write anvtbing which may 
show anger or disrespect on your part The best tray 
of atotdinp this is netcr to icrite icTien one is nnjrjr. 
Even when you are expre«sing your opinion on a 
disputed point be courteous At the same time, 
however do not be begging that i® do not lower 
down your position 

Convincing Facts — lo letters written speciallv for 
soliciting new busmens or increasing the oja it is of 
utmost importance that your argument® must con 
Vince the addressee of all that vou «ay You have 
to win the confidence of your customer hence never 
exaggerate things 

Give reasons for your arguments and be forceful 
yet straight forward 

Parts of a Boslness Letter 

A busmens letter consisfe of six parts — 

The Heading —It includes the place of the writer 
and the date oh which the letter is written The®e 
occupv the top Tigbt hand corner of the ®beet \ err 
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often the names of busmess firms are printed m 
elaborate designs and colours In the centre of the 
sheet, together with the place-name followed br a 
line for date A.Tid "Telegraphic Address,' the 
Telephone No , the name of the "Code' used and the 
names of branches, if any. are also given on the 
left top corner 


If the place-name is not long or consists of onlv 
one word, e g , whore there is no street name or 
number the date may be written in the same line, 
separated by a comma but. generally, dateis written 
on the second lino W hen the number of building or 
the name of street, road, or bazar has to le written, 
it should be placed in first line . and the name of place, 
followedby the (late, on the next line The number 
should have a comma after it 

The correct order of date is —date, month and 
year, /or example Sth. Jam. me H m.y bo wrilt.n 
as June 8. 1936. but never as 8-6-36 The names 
of ,om, of the month, nrc eonmcM thn. -J.n , 
Feb , Mar , Apl Aug . Sept . Oct , Nov , Dec 


Examples — 

(i) Delhi 1st Jan . 1936 
Ut) Sadar Bazar, 

Delhi, Jan 1, 1936 


(m) 31, Sadar Bazar. 

Delhi. 2nd July, 1936 

mtcrcncc Number t-Som.timo. a nnmbiT i. civ™ 
for ths .ale of r.fer.nce It m.v either 
to a loiior lo or mar have an alphabet and 

bo a pure ""S' means that this letter 

a nomher, .ueh a. cony Bool on p.c. 35 

The Kefee nvi Nnraher ahonld aln.y. bo unoteiUn 
the reply 

o The Inside Address ;-Thls consists of the 
and occora.ion (or t.tl<n If any) of the addre,.™ 
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and aI«o his place of busine«^ It begins from the 
left hand margin one or two hDe« below the Heading 
The line<! of this addre'^s mav be arranged oiagonallr 
in a series of -tep® or the whole inav be beautifaJly 
centred, or each one of the lines mar begin ju't at 
the margin The Srst two forms are known as the 
£ngh«h stvles and the third one as the American. 
The :;.ngUsb stvle has a pleasing look, while the 
American is time-saving and easier for the tvpxst 

^samples 

(0 Mr, Shanker Swamp Agarwal, 

Cap Merchant, 

Hazratganj, 

Aligarh 

(fi) Mr Shanker Swamp Agarwal, 

Cap merchant, ) 

Hazratganj, >• 

Aligarh ) 

(tiO ’’'Ir Shanker Swamp Agarwal, 

Cap Merchant, 

HarratgBOj 

Allgarb 

A comma sbonld be pieced after each line and a 
full stop after the ]a«t 

The Inside Address is vsejul in the /vllmcing 
respects — 

(1) In hig hasmec® hou«^es the letter is fvped 
(or written) by one person and it i® despatched br 
another So the de«patcher can copy the adares' on 
the envelope'^ from the Jelte's. 

(2) If the letter is wronglv a‘’dre«'=6d or 
reaches a wrong addre", t can be forwarded to the 
right addressee 

(3) The writer of the letter cannot afterwards 
cay that it wa'jnot addre'^ed to the percon or firm 
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Therefore, this Inside Address is not necessary 
when writing on a post card, where the name of the 
addressee alone n>a\ bo given. 

Forms of Address— In business letters as a matter 
of courtesy the word ‘Mr ’(short form of French word 
'Mori'iieur ) IS placed before the name of a Single 
trader as — 

Mr Radhuy Ciiaran Gupta. 

Bookseller. 

Kburja 

Tho word 'Messrs, (abbreviation of French ‘J/ea* 
aieurs’) is placed before a partnership, a firm, or a 
company having « fcr^ufia/ ii<irne, as — 

Messrs Radhey Charan and Uina Charan. 

Messrs Ham ]>ayaJ A '>on<. 

Messrs Ram Da>al & Bros 

Messrs RsmDayal&Co 

Messrs Gupta Bros & Co 

If tho name is unptr^onal then 'TbC should be 
used, as— 

The Friends & Co 
Tho National Stores Ltd 
The Remington Typewriter Co 
Tho Modern Book Depot 

In case of female n »mcs \\ rito 'SlfS.' (pronounced 
‘misij’) tor A marrietl ladv, os 
Mrs, Hflghubir Singh, 

Lady Doctor, 

Poona 

‘SIJss’ IS u««l for an iinmjrrfe<l Jadr, as . — 

Ml'S I’arball Debt, 

Lady Physician. 

.kllahabad 
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The Plural of ‘Mis*» is *&lisses 
‘Hesdames (prjn Madams 1 should be u«ed for a 
name consisting of more than one ladr as — 
Mesdatbes Lazmi Bai &, Co , 

Drapers and Tailor® 

Bombav 

‘Esq (short form of Esqutre) i® used only after 
the name of a single person of some position or a 
graduate of a UnjrerEit> a® — 

(1) Bbagwan Chandra Sharma, E®q 

Honorar Magistrate, 

(2) Brahma Swa-ap \f A , 

Prjncj''al 

bale —Mr «o<} ate eerrr tojeibtr tt is "-rffvgte 

write Mt D*f £.() 

Oflirerslfj' Decrees and letters denolmgdeejffnatjoa 
in service are placed after ‘E«q ,* for Example — 

(1) Lazmi >aram Matfaur, E-g , B A., L T 

(2) Haidar Hossain, E®q . 1 £ S 

For a Doctor of Medicine write thus — 

Dr Makfcan Lai Gupta, or 

Makkan Lai Gupta, E®q , M B , B S 

that IS “Dr/^ and Medical degrees should not be 

u®ed together 

Titles of honour and rank, such a®— 

(а) Sir, Hon, (Hon Me) Bt , fioa , etc , 

(б) Capt , Major . Col , Gen . etc , 

(c) Ber , Bt Rev , Canon etc , 

are placed before the name But then ‘J/r* or £•? ’ 
IS cot nsed 

tb» scnsMa-^ 

oc3j rbeo ‘ Vr' sbotld tlsa l>e 

ReT Mr SiMtb tThe foU mid" b"ia5 Jim"* Sra t) 

Rer JiaesSaali, 
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Titles of bonoor for tbo lodians such a« 

'liaja liai Bahalur Bat Sabtb Khan Bill 
(lur Khan Sihib Dtvan Bahadur , ‘Buun i>al ib 
Sardarbihib S triar Bahadur etc etc are pJaced 
either botore or after the name 

When the^e title are sed before tlie name words 
like Pt (PandJt) i (Lai ,) Tb (Thakur) 'Cb 
(Chaudhary) 0 (Babu) M (Munshi) Md (Mo 
baenmad) should bo placed between the title at d the 
name without us>mK l/r’or for example 

Rai Blfla/^r B Ram hwarup 
Khun Sohtb Md Malakdad bhan 

3 The Sslutatlon — Tho form of Salutation 
varies according to the por&onai relations botvooii 
the parties to a busine s letter as well as on the 
particular occision of each letter As a general 
rule Dear Sir is used for a business /nan Madam 
or *Dcar Madatn for a business lady and 0?ar Sirs 
or ‘Gcntlenica for a firm or company fairs Gen 
tleman Dear Gentleman anl Dear Gentlcinun 
should not be written 

The Salutation been « from tbe margin belou tho 
Inside Address and a comma is put after it 

4 Tbo Message or Cody is part of a letter 
is very important as it deals with tbo si bject matter 
itself It should he divided into paragraphs accord 
ing to tho importance and number of topics discussed 
in the letter and each pars should begin el out half 
an inch away from tho margin 

In tho beginning It is usual to refer to the letter 
under reply m some such phrase as — 

In reply to your letter Ao dated 
*Il If/* reference to your mioicc 
'Bcf rring to our or ter of lesterday 
Follow ing the old custom the last para sometimes 
ends with a pbron. such as — 

//< p«Hj? to Ttcewe your taluahte order 
‘ThanUmg you iff antictpitian 
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AtCQtting the fatour of your reply 
' Apologt'sing for th** ntstaLe 
But these phrases both in the beginning 
and in the end are not much used now in 
modern letters 

Note verv carefully the ii«e of the following con- 
tractions in referring to the dates of letters 

Inst -(instant) ~ present month, 

TJIt (Ultimo) = past month. 

Pros (proximo) «* comingmontb, 

Idem <» the same month 

Suppose you ate writing a letter on the 20tb 3Iay, 
1938, then in referring to the various dates given 
below on the left you will write as on the right -- 

I5tb May } }5tb lost 

.^Oth 4.pril 30th ult 

3rd June, and 7 3rd prox., and > 

loth June ) lOtfa idem ( 

Subject Headinf ; — la rather long letters the sub- 
ject matter of the letter is •sometimes indicated in 
the centre before the body, as — He Damage of Goods. 
It helps to understand the whole letter at a glance. 
Insurance companies always give the policy number 
in the centre of the letter eg, lie Policy No. 59138. 

5 The SobscriplioD or Complimcnlarj Close 
These are words showing re«pect or feelings of 
regard towards the addressee, and occupv a place to 
the Tight below the body of the letter The Compli- 
mentary CIo«e should agree with the form chosen 
for ‘salutation’. The usual forms of subscription in 
business letters are — 

*Yours faithfully' or*FatlhJuUg youTsf and^tbey 
ngree with 'Dear Sir’ and 'Dear Sirs' or 'Gentterren.' 
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Four? truly' msy be used when the relations are 
well established, as those of friendc 

‘Your'i respectfully and 'Yours olcilu nthj' are 
sometimes written for now customers and strai Rors, 
and also when business relations are on the point of 
breaking (sea 4th Kerninder letter) In busine»s 
letters, Sincerely' 'Affecltouutely and *( be lient 'er- 
rant' are never used 

When the last para in the body of a Jotter ends 
with a participial phraso (alrcads explainid), the 
words '1 am' or 'I remoin. and ‘Wc are, or '\Vc remain' 
ehauld he written before the subscription, and a(«o 
the form of salutation used should be repeated . as 
for example — 

Awaiting to receive a trial order, 

I am, lor I remain) We are. (or U e remain) 

Dear Sirs, Gentlemen, 

Yours faithfully, Faithfully your«, 

6. SJrfnalurc J— It follows the snb'cnption Since 
the person signing a letter is held responsible for all 
that IS written in it a letter without the name of the 
writer or of the firm or company is quite usoJeos 
Precautions :-fof The signature ta olu aij^ made 
uilh the pen, even when letters are tvped. The 
name of tho firm or compan\ is sometinios mipro'sed 
with a rubber stamp, and the signature of the res- 
ponsible person is gi'en in ink 

(b) (are should be taken that a Bignaturols 
always m the same spellings end stylo This is very 
important in valuable documents, eg, cheques, 
bills, etc 

(c) If at tho end of a page there is not enough 
space for the compUmontary clo«« and signature, 
do not write them alone on the next «be»t, but cirry 
o\ or some words of the body of the letter to the next 
sheet and then fini«h with the complimentary close 
and Ripnature. 

How to SlifQ In a partnership each member 
signs tho name of tho 6rm and not >ii« onn name. 
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Suppose four persons— Ram Lai, Shiam Lai. Mohan 
Lai and Sohan Lai — carry on a fan'iness nude- the 
name of ‘Ran Lai 6z Co,* then each one of them 
should 'ign Ram Lat & Co’ in bis own handwriting. 
In companie'! and Banhs some responsible person 
such as the Manager, or the Secretary, sign® on be- 
half of the Company, giving his official desicnatioa, 
Xor example— 

(1) For the Lalimh I^oollen Mill®, Ltd„ 

H Htggin&. 

Manager 

(2) For The Imperial BanL of India, 

IF JFifw*?, 

Pirector. 

Per Procurottonenfper pro«p pro.orp p)'V^bea 
A person js specially authorised by mean* of a legal 
/locmaent called Power-of-Attoroev (P/A) to sign on 
behalf cf a firm or Companv be i« said to sign *hy 
procuration* ; as— 

p p Thacter Spiat & Co « 

John Broxcn, 

Secretary. 

If a pel «on is not so authorised he should use the 
word ‘/or’, 'per' or *p.\ bol DOl *p p.’, 'per pro.' or 
*p, pro.* 

Afif . — The lena *Zi£.’cr ‘X/i’tljaa'edIwwrr*ea tfjer tbeacsset 

cf Kecis^icd Ccnnp#iiics*o3 PwtD'tstajBL It steist tl>»l lie 

of the xn-nsbers or ptttaeit a InoJ e<2- 

Cnclosares When anv business document — 
Invoice, Cheque, Bill, Hundi. Receipt, etc.— ic enclosed 
with a letter, the fact is indicated at the bottom 
left band corner, by giving the name or number (or 
both) of the document, a« — 

(1) Eaclos. 3 

(2) Cheques S. 

This IS useful in letfmg the addressee know the 
exact nature or number of the documents sent along 
with a letter. 

It also helps the despatch clerk in placing right 
enclosures inside light envelopes. 
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Some people indicate an enclosure by putting a 
small coloured laiiet 

Initials Ol the Typtsl— Where two or more 
Typists work in an uflice each one has to give the 
initials of his (or her) name in the lower left hand 
corner of the margin or just betow the space for 
‘enclosures ’ bomuiunes the initials of the person 
who dictated the letter are aMo added, thus : — 

“P B a ' or ‘ P It S/T N O 
Similarly in inToices, statements of accounts, 
etc , the initials of the person who prepared them 
and of the one who checked them ate also shown 
This precaution is meant to bold a person respon- 
sible tor his own work, and thus to secure more 
accurate and thorough work 

A Post Script (/' o)— After a letter has been 
written and signed and something more has to be 
eddedi it is put below the signature preceded by 
*’P S.” But It is not II good practice 

Memorandum Forms —Half sheets of quarto 
paper, with printed Headings, and blank spaces for 
the date, name and address of the addressee, are 
sometimes used for writing short notes, and unim- 
portant messages They aro initialled generally by 
the clerk 

The following is a specimen form of a memo- 
randum : — 


eeemo. 


From 

Slinrnia Urns , & C<i 
Shahganj, 
Al ICAKH 


'‘April 9, rWC. 
To 

Me»n. Cupta Broi & Co . 
Publishers, 
KHURJA (U F I 


Please send as early as possible the t^oks 
ordered Inlour letter of the let instant, and oblige. 

P. L.SII IRilA. 
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Diasram =hoTms A.-rangi^-n at of Conjinereja! 

l*ette’‘s 
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ho ha<i to road the whole correjpondence and also 
ho IS suppo-ed to know all the necessary Government 
Rules und Standing Orders as well as similar pro- 
vious cases The file of letters is then sent to the 
Officer for necessary orders 

8 Drafllo^ — After the Officer’s orders, the file 
CO nes hack to the office for drafting the reply The 
draft Is a rough copy of the reply based on the Notes 
and the orders of the officer It contains usually 
only the body of the letter, and most of the words 
are abbreviated 

9 Fa(r*CopyfDg — When the draft has been 
approved bj tiie Officer it is then handed to the 
Typist for Fair Copying The typist ha« to give it a 
complete form, and if necessary, he takes out two (or 
somotimos three) Copies also It is of great import 
ance that the typist must knoiN the e^act form and 
arrangement of dilTorent kinds of Got ernmont com- 
munications 

The typed letter is then again sent to the Officer 
for Ins 8i'7noti<i c 

10 Despatchlflg— Afterwards, the file is given 
to the Despatch Clerk who puts a number and the 
date on the fair copy os well a'- on the draft (or the 
carbon copy, if any) A brief record of all letters 
issued from an office is also made in the Despatch 
Book 

The Draft (or the typed copj ) with its file is sent 
back to its branch of issue, while the Fair Copy la 
made ready for being postol 

The addresses on tho onvolope-« (on which the 
words 'Oil //is .l/tfjcstv’s Seriicc” are printcl) are 
w ritton by tho Dovpalcher. H*! also w rite-- hh name 
and dtsignalion togothor with the name of iho Do* 
parfmetit or Office in tho left hind bottom torntr of 
tho envelope Tins is called "/’fan/.iiy'’ the cover. 

5 
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The Genera) Despatch Book 

^0. 

Da e of 
Letter 

1 iS’p'.ttb ' Sub;.!* 

1 

Remark' 

1 

1 

57 * 

Oct. 50 

Oct. 31 Reieno* Dept. L-are of 'Ir 

2 End OS. 



C /one# 1 

1 



II Filing or Hecord-Kefiping— Lastly, the letters 
are tied together, subjectvri«e and m order of date, in 
separate files made of card board pads They are 
then stored in the Record Room 

Aele —In bi^ Go^erotneo 06ce? for eitapl; the SeccttriaU, 
Indexes are also keptu^, lo vrhreb ih> rib^en rsa ter «f af! letteri, 
b-^th tecei-red and s*Lt ont u lod^ied Tb* Indeaej are serf belpfal 
CO obtaining the necenirr papeis anp tioe id fmuce 

Test Questions 

t Same the rariouj deparfmeD f of the Go\efna»ct of India ana 
tbe oSe al tf etch depirimeoi to 'tbom letien must be addresed 

2 ^fentioQ tbe desigoiiioo of (he head of the foJl^xiog PronaciiJ 
Depaitciecft 1 oil e /n» i e, tducatioo iPoliJe Uorkt, Port acd 
Telegraph Agrieolfore laduslriea and CO operaiire 55C»ei>e* 

3 “Uhat dO)Ou ncdefitand by Office Ronune’’ . wbtt do** it 
consist of ? 

4 , Name J'-e ch«f stages throasb wbieb aa official comiminirttion 
has to pass before a cas* is comp etc 

5 t\ f te short notes co — 

Labell ng DocVetiog Refereonag, Nrting, Disrising, Fraabing 
Receipts and Issues 

6 Show therulingk of ao Office Register, wiba ‘pecimtn entry 

7 How ar- letters n nalJj filed in a Ooremmem OSce , how does 
ibe ED-tb^ differ from that of a business Office i 





CHAPTER 111 

Official Drafting 

Dr ’/tiiij in official correxpondenco means 
writing letter* memoranda, etc As already pointed 
out tl e draft of an official communication U based 
on tfio Vote- The form and style of on official com- 
munication IS unchangeably fi^ed They are very 
formal and unlike private letters contain only dry 
statement of certain facts and figures The lang- 
uage ' however more dignified re«pectful, and 
courteous 

Thi following are the chief forms of Official 
Communications — 

1 Litter' 7 Penn Official Letters, 

2 Memoranda, 8 t{c«olutien«, 

1 rndorsonunts U Notifications, 

Circulars 10 Communiques, 

5 llemindefs II Despatches 

C Telegrams 

Letters ~In Oovl Offices letters ere usefl when 
fo> tho Milyect mattir is important {6) the officer to 
\\ horn It IS ad lre<«e«l is of equal or higher rank and 
(c) to a private person a letter Is \\ ritten only when 
lie holds some high position 

Form ainl \rrniigrnicnt of an Official f eitci- 

An officnJ letter consists of the following 
parts — 

1 Name of Department 

2 Kcfirence Numbtr 

3 Name of the w rite’, hi* title or designation , 

4 De-tgnation and placo of the addressee , 

5 Place and Date of issne . 
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6 Salutation or Form of \ddrees 

7 Body of the letter 

S Subscription , 

9 Signature and De’^ignation of tlie ’Ti'er 

Name ol Deparltn&Dt — Where necessarv, the name 
of department or office of j^siue is usaaJ’v printed 
(or tvped) la the top centre of the ‘fbeet, as • — 

(1) Goaeromenl of Indio, 

AHUi: DEPARTMENT 

(2) Go% ernraent of the L'nited ProWnces, 

Education Department 

Heference hutnber—It 1 « written either in the 
centre below the Nam© of Department, or at the left 
top corner It is meant for being quoted in the rep- 
Ite*!, «o as to facilitate ‘Referencing* There a-e 
different ways of indicating it 

1 No VII— 37=»Branch or Section No \ 11, and 
letter No 37 

2 No P £— 3/39**‘F E.* i" the Branch of i«ene, 
*3* JS the No of file, and *39* the \d of letter 

3 No 179/24 = Means 179 i« the General Number 
and ‘24* is the number of Branch or Section 

NaniB and Designation of the WTitcr— First v-nte 

the word ‘Fron* at the margin. On the nest line, 
a little to the ’igbt begin the name end title O’- deg- 
rees of tbe w’-iter , his designation or office on the 
next line , and below it tbe name of the place where 
nece«=arr Each Imesbonld commence some space' 
awav to right of the prenoas one ben tbe Desig- 
nation IS long it mar be written m two Ime'^ 

A comma should be placed after the name the 
title degree-, etc , and a full'to? after the la«t 
line 

■'ho'ald be u«e<l with the name 
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SomoiiiDos whon only th<» Dosjpnatjon of tbo 
writer is bi\ en ‘ The' should to put before it — 

(]) J rom 

J r Drown, Esqr .ICS. 

Secretary to the Goi t of the 
United Provinco<i, 

Allahabad 

(2) From 

The Secretary to the Government 
of India, 

Public Work# Departtnont 

Designation and Place ot Addressee— To is 

written at the margm 

Ah a Ronora! rule, the name of the ofTicor 
addrosHid to h not mentioned (excipt In the ca«o of 
a private Rcntlcman) and his Designation alone fa 
Risen on the lino bwlow To Place Is written on 
the second line towarfs (he right 

(Aolc — It 18 wrong to place o comma after 'From' 
or To ) 

(1) To 

The Post master General, 
Lucknow 

<2) To 

Till* Inspector of Schools, 

Mfonit Dnisjon. 

Meerut 

PiilCC and Date — fJcncrallj tho word 'Dalt'iV Is 
written first thin the name of tho place and then 
the date it»i If It occupits the centre of tho page 
Soinotiiiios ilato is plnccd along wJlh tho rteferonco 
Muml or 


{Uxanpli.^ 

(1) Datwl Simla, llth of April. 1930 

(2) Calcutta, tho let Januar}. 19J0. 
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Salolalion — It is written at the margin 

The usual forms are 'Str or Vodan to an jndjn- 
dual, and Gentlenf^n or Uoifons to person mo^e 
than one 

A Lord should be addre««ed *Jy Lord' or Vp 
Lord Str 

Body — The first sentence of the ten commences 
br referring to ihe number and date ('sometime': also 
the nature of subject) of the letter last -eceived, 
or sent 

The words 1 hove the honour to ‘areu'edbv 
the heads of departments and bv local oScer" such 
as Comnai'"ioners Collector'^, etc when writing on 
their own axithontr 

The words */ an directed to * or */ an desired 
<0 ’ are used in Secretariats of Local or 

Imperial Gort® , as there the Secretarr, Unaer Seere- 
tsrr or Registrar (as tb© case mav be) writes and 
signs on behalf of the bead of bis department 

Letters to the High Court or the Chief Court are 
addressed to the Registrar and similarly letters from 
the e Courts are signed oy bim In neariv all other 
departments they are addre«<ed to and signed b^, 
tb© Secretary 

Subscription — The dosing words xn an Official 
letter are — 

/ hale tfe honour to he 
Sir {or Matlan) 

Tour nost ohedient Sen o^t 

The'© hues are centred at the right baud lottom 
of the letter 

Signature — Just below the line cf rour most 
obedient servant comes the signature of t’ e officer 
sending the letter And below it is writ*en hi® d© 
pignation or office 

Degrees and titles are not written with the 'igaa 
ture ficept in the case of a militarv officer whose 



AND CORRESPONDENOE 


71 


rank may be stated m addition to his designation 
thus — 

I have the honour to b&, 

Sir, 

Your most obedient Servant, 
Henry Jnmes Capt., 
Inspoctor-Gonoral of Prisons 

As// — Siuly very e^ierally the (ollovlns e»amp1e> of officiit 
lelicrs — 

( 1 ) 


No 15 I/A 

T R Elgin, Esqr , I C S , 
Superintending Engineer, 
Allahabad 


Tho ExecutiTo Engineer 
f?t«wah 

Dated Allahabad, tho 10th March, 193C 
Sir 

In ropl> to your letter No 112, dated the f,th 
March, 1910, regarding tho construction of a 
Bridge over tho Jumna. I have tlio honour tp say 
that tho schoiiio as at present is wanting m 
details 

2 Tho plans ore horo%Mth reltirneil for 
sho I ing tho ground-floor and cross sections of 
tho principal roads leading to tho proposed 
bridge 

3 Tho Roviscil scheme should ho ro submit- 
tod at an e3rl> date for further considi ration 

I hat 0 the honour to I < , 

Sir, 

Your most oladunt servant, 

T R n^in. 

Supdg Kngineor 
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( 2 ) 


\o 27/5-3 

From 

E M Durand. E«q , 

Secretary lo the Punjab GoTermnent, 
Simla 
To 

The Tn-pector General of Ho'pila!'^:, 
Lahore 

Dated Simla, the 4th Mav, 193S 
Sir, 

reference to the correspondence ending 
■with j-Qur letter Ko 52. dated the 1®! instant, I 
am directed to codtct to you the nece sary sanc- 
tion for increasing the pay of the Profe««or of 
Anatomy at Lahore Medical College, from 
Rs. 525 to Hs 570 p m 

The Accountant-General has been informed 
of tbi® 

I hare the honour to be. 

Sir, 

Your most obedient sercaat, 

E M, Durand, 

Secretary 


Hemoranda — They are used irhen the subject 
matter i« not imporlant, or when the addressee i= cf 
lower ranL 'Memos are generalJr used for private 
person®. A Memo i® •written m the 3rd person, 
witbcut tbe form® of Salutation and Subscription, 
and it IS Figned It a junior The name and addre*® 
of the addressee are placed below the bodT m ibe 
left half. 
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{Fxample) 


jrEMORANDtTM 

No 15 C-2 

lacome Tax OfUce 
Agra, 

24th February, 193G 

\\ itli referMice to hi\ application dated the 
ICth Docombor 1935 ricirding Ins objection to 
the an ouni of Income lax assessed, B Satjsh 
Mukerjee is herebv informed to appeal to the 
higher ftiUhoriiy m the matter 

By order 
// Ptqsqi] 

Head Clerk 
To 

B Satish MuKerjec 

Bats Ilathras 
Distt Aligarh 


Cndorscnczits hen a copy of a Jotter h sent to 
an officer for information or when a letter is passel 
on to anotlur office, Iho words 

(i) ' Furicarded tn ortjmal (fy Ac relumed) to 
for favour of opinion 

or (cO “Copy fortcnrdetl to for faiour of 

pcccs^arri informnlion {ornport oruclton, etc 

, are "• nttin at the foot of the copy or the 
original loMor This is called an Eniorsemont It 
is einefij used when there is no need of writing a 
covering letter 
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{Example) 


Endorsement on Example Letter Ko 2 going be- 
fore will appear as follows — 


Copy of a Letter No 27 X-S, dated Simla, 
the 4th May, 1936, from this office to the In'pec- 
tor-General of hospitals, Lahore — 

With reference to the correspondence endinq 
Kith pour letter lio 52, dated the 1 st tnslani, J 
am directed to conveu to you the necessary 
sanction for increasing the pay of the Professor 
of Anatomy at the Lahore yiedieal College, from 
Jte 535 to Ps 570 p m 


No 130 

GoTernment of the Punjab, 
May 4. 1936 

Copy forwarded to Ibe Accountant-General 
for information. 

Bv order, 

E il Durand, 
Secretary to Gorernnent. 


Circulars — When some mformatjon is sent to or 
required from several officers, a circular is u«:ed It 
may be m the form of a letter, memo , or endorse- 
ment, as required 
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(F jnmple oj a Circular Letttr) 


Judicial Department 
No 361 

From 

S Simpson Brown Esq 
Secretary to the Government 
United Provinces 
To 

J The Registrar High Court, 

Allahabad 

2 The Secretary Board of Uevonut, 

Allahabad 

3 The Socrotary Cliambor of Commerce, 

Cavi npore 

Dated Nainital, the 20th July, 1936 
Sir, 

1 am directed to forward horowith a copy of 
*BiII No VIII of I03o tor favour of opinion 
The replies are oxpoctod by tb< Jlstofthis 
month at the latest 

I have the honour to bo 
Sir, 

Your nio<t obedient servant 
S Simpson Broicn, 
Sccretarj 


• ^Ttie D II teleire J »t» »n Ibe ».>o*r U lf» »tl» <•» i'' Income Jji. 

RemlDdcrs— They aro used to dran attention of 
ofTicers to'N ards letters ubich remain un ans« ored 
for sometime They may bo written m the 
form of a letter or memo as thought fit but full 
particulars of the letter to winch attention i-. drawn 
should bo given Post cards are somotines used for 
this purpose 





76 


BUSINESS TBAIN'IKG 


( Examples) 

1 


No. Jre 

From 

i Marlin, ICS. 

Collector and Magistrate, 

Azarogarh District 
To 

The Commi'siooer. 

Gorakhpur 

Dated Azamgarb, the 20tb Aug , 1936 
Sir, 

I have the honour to invite your attention to 
this office No 59, dated July 2rd, on the subject 
of grant of Government lands to the local D.A.V, 
High School for building purposes. 

I have the honour to be 
Sir, 

Tour most obedient servant, 

J. ila'Un, 

Collector and Magistrate 


2 


CMVERSm OF AGRA 

No. 141 

Kegistrar’s Office, 
Agra, 8th March, 1936. 
Requests the favour of an early reply to this 
Office No 393 of 1936, dated the 1st February, 
3936, regarding Ibenurober of private candidates 
in the B A and B Sc Examination of 1937. 

Bv order. 

P. Lai, 

Head Clerk 
To 

The Principal, 

S. D. College, 

Cawnpore. 
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T6lC^PaiDS--In Government offices teleBrams are 
used m cases of real urgency 'fo minimise cost 
telegrams do not contain the forms of Salutation and 
Subscription, and telegraphic addresses {where 
existing) are made use of Ihey are also confirmed 
by bettors enclosing a copj of the te/egrom. 


{Example) 



{Nait 




1 TO 


Accoirti 


1 1 

' t. /'/*"/ 


Ml ni 

Sanction | 

p*)n(«ni 

A 

Rupees 

9,>6S * 

1 

Cl... 

Djtbat 

fo( j 

I9JS 

I9}6 


AAOl/ ■! 


bnrev 




MMli 

mm 

A 07 TO rc 
TELEQhAt-nCD 

\ ‘ 




milll 

H 9 


Ueie \l CQunli' «»tl* for ihe Bf 

Account Gcnctal* Or,ce . «ol trean»»he 1 -juJ cl Kcccrac 


Demi Olllclal (D. 0) Ictlcrs— When an officer 
writes In prisato capacity to another officer in onnec- 

tion uitli some of iciol matter, tYn.n a 1*. O letter is 

used. They are written for tho purpose of (a) making 
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an enquiry, (6) or explaining some point They do 
not contain any official No , nor tbev are referred to 
in any official letter In form they are 6xac*^ly like 
prirate letters 


{Example) 


Sdharanpur, 

June 18, 1936 

My dear Mr Mackenzie 

Eeceired your letter Vo 137 of yesterday's 
date but I do not quite understand ho\? to effect 
the arrest of Ft Hans Raj unless «ome charge i® 
proved against bim 

I am keeping however, a clo«© watch after 
him 
To 

P Mackenzie Esqr, Vours Truly, 

Commissioner, J Q White 

Meerut 


Besolutlons — They are passed by the Departments 
of a Government after discussion or enquirvofa 
subject In most ca^es ther take tbe form of Govt 
orders or decisions of gen< ral public nature They 
are written in tbe 3rd person 

The names of the Government and the Depart 
ment of losue are written first 

Then follow s a brief explanation of the subject 
matter of resolution 

Then conies tbe reference to Jotters or documents 
on which the resolution is based 

The text of the resolution comes next, and is 
followed by the signature and designation of the 
secretary of the Department 
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{A xample) 


Oo\rriimcnt nf ll*c Unilcd Provinces 
Home Dcparlmctit 

UecLivcd letters No 1/57 and 9/28 on tlie 
subject (it Govt ‘'cho1ar«»hips tenable in England 
by natives ot India 

No 112 

Nainital, 14tii June. 1936, 
lit sullllioil 

Tbe Governor »n ( ouncjl ba« been pleased 
to direct tliut six btate Scholar«9iips of the 
value of £220 each per annum totublo for three 
years in Lnglund by natives of India, would bo 
placed at the di-iiosal of the Univorsitios of 
A.llaliab.d, Agra and Lucknow 

Ordered that a copy of this itesolution be 
forw ardtd to the Finance Department, and that 
the Hosolution bo published in tho Oazetle 

I BA. Cole, 

I Oflig Secretary to tho Govt 

I of the United Provinces. 


Notlllcallons.— They are also written In tho third 
person, and aro u«ed for tho announcement in tbo 
Govt Gazettoof appomlments. rromDtion«, resigiia. 
tions, and rules and orders, for general Information. 
A copy of each such Notification is also 'cnt to the 
person or party concerned. 
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(Examples) 

1 


PUBLIC WORKS DEPARTML^T 
Irrigation Branch 
Lea\e 

Dated Nainital, September 13, 1936 

No 1535 IE A of 1936 Mr Jwala Prasad, 
I S E , Executive Engineer, VI Sarda Division, 
IS granted leave on average pay for four months 
with effect from October 1, 1936 

By Order, 

(Sd) AC Duit, 
Secretary to Government, 
United Provinces 

2 

MUNICIPAL DEPAKTm'eM^ 
Appointment 

Lucknow, September 18 1936 

No 2770/XI — 6 Babu Gajadhar Pra«ad, 

the senior most Upper Subordinate of the Public 
I Health Department is appointed as temporary 
' Assistant Engineer, on probation for one year, 
with effect from the forenoon of Septeirber 4, 
1936 

By Order, I 

I (Sd ) r Sloan, I 

I Secretary to Government I 


ComniQnlques — Whenever a Governmenr cen 
tral or local, desires to inform the public of necessary 
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facts regarding some important situation, it is done 
by means of noti6cations published in leading news- 
papers They are called communiques'. 


( Example) 


A press communique says — 

The folloning candidates obtained qualifying 
marks m the competitiv^e examination for 
entrance to the Indian Military Academy, 
Uehradun held in Delhi in March and April. 
1935 but were not successful in obtaining a 
competiti\e \acancy — 

B W David, Ahmad Dm Zuben. and Kailasb 
Marain Bhal 


Despafebes— Ic !> the name gitei to the corres- 
pondence pasbing between the Secretary of Slate for 
India tin London) and the Govt of India ortheC-m C- 
of India, or the Governors of Provinces They are 
written in the first person plural using ‘WE.’ and are 
signed by the Governor-General or a Governor, and 
by the members of the Executive Council 

The Secretary of State is addressed a« 'rhe Eight 
Hon ble' ov'The Most IJonble’ The form ofisalutation 
IS ‘Our Lord’, and subscription is ns follows : — 

We have the honour to be. 

Our Lord. 

Your Lordship’* most obedient servants. 

6 
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No 33(eiternal) 

Dated Calcutta, the 1st A.pril, 193G 
To 

THE RIGHT HOX’BLE VISCOUNT 
PEEL,G C B. 

His Majesty’s Secretary of State 
for India 

My Lord, 

ith reference to your Lordship’s des- 
patch No. 36, dated the llth January 1936, 
regarding the abridged edition of Thorton’s 
Indian Year BooK, we hare the honour to 
enclQge a copy of the letter marginally 
Mr. Hunter’s noted, and to eipre's our opinion 
Letter that tb» smaller edition of the 
dated Sind Imperial Gazetteer will be far 
March, 1^36 more complete than the abridged 
ednion of Thorton 

2. We might agree to the arrangement re 
ported in Mr Hunter’s leU«r on the understand- 
ing that the 5 volumes do not involve any in- 
creased expenditure beyond what IS provided in 
his budget 

We have the honour to be 
My Lord, 

Your LoTd'bip’s Mo«t Humble, Obedient 
Servants, 

(Sd 1 T\ Cfaemcford, 

« C C Monro 
„ G S Barne=, 

, W, H H Vincent, 
M. HaiJer, 

.. C H A Hill, 

„ M Md Sbafi, 

„ G R, Lownder 
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No 18 (Homo) Dated India OfKce. London, 

^ the 13th July. 1936 

To 

HIS EXCELLENCY THE MOST 
HON BLE THE GOVERNOR GENERAL 
OF INDIA IN COUNCIL 

My Lord, 

With reference to your Despatch No 33 in 
the Foreign (external) Department, dated l«it 
April la«it, I accord iny sanction for the publi- 
cation of the bridged oditioti of the Imperial 
G<*iettcor on the lines indicatefl in Mr Hunter's 
letter 

I have the honour to be, 
My Lord, 

Your L'lrdship's most humble, obedient, servant 
(Sd) II Peel 


Tosi Qiiestloiia 

I Nifflc (he Chref fvciM of Or<i»l cvmmuoicKtieni tTvt leOictis 
hfieOrthe nuuce of rteh 

3 Cire ■ ihort (leicf'iition >f i>i« X'citl pttii of «n o(T!ei *1 tetter 
■ nil thaw their pt gier irian^ement 

3 N\hil dilTcKDcetdo foo note in (he form id I u<e of the fol'ow 
mg 

(i) letter, {‘‘) Demi Ofi ci»', () Memo ml {/) EBlooemeDt. 

4 The Director of Ihiblic frwtiociion, EJucitioD Deptrtmert, 
U P , write J 10 the Inipeeli > of Sehiol* (o the effect thii hb-"* Jotj, 
V919 no ituJcnl mirtiel iftei Jinuirr 1919 ehootl be iHoweJ to 
•lad) in bchootf or to 11 10 the bianiinidoni Drift ihu Bectiur) 
letter 

5 The itioie Iclter l» r»i«eil on to (he MeiJi of Schoo'i (b 4 
fotet College* b) the Irapecto* of School*, Meelnl Dull on t\ hit 
form ihoul I it like ? Show bow it err I be wfKIen 

6 Drift ■ cotiricitiott tnaaonciDg the (nnifet of I'lolitjigtn 
n*th i IB le, D A , U T , front (,<nc(ainert High School, Oaadi, to 
Niiniiit, enJer Onfer No r4j4frof Ortobee. lyjr, lo piece «/ Th. 
Mihin} Singh, CA , deee»»eJ 
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7 Uhit j* » Noti£e»tioo and aben ts n ns»d = H xt does jr 
differ froa a Comnmniqae ? 

S Eiplain bnefiy (a) Resolcjocs {b' De'pevcbes, 

' 9 , Wr t» a letler^rom tb» Secretary, Pa Ijc Setxiee Coansaos 

U P,, toNli. Han ’'lohan Ma’hu, B. jcforajcj him that he ha* 
stood fotirth in order of merit al the last P G S Ex&toieajoa and 
ttat he should i-iesect himself lot an icten lev lefor» the coiaaiissioi 
at tz itooo on 15th Jane, 193?, rn tb' Comin-ssioa e OSct at 
"Niinital 

10 The Collector cf \ oor Oisinct. in parsttance of a leOer received 
from the Commissioner regardin; the appoin meet of the Ese«urr 
O'acer of the Municipal Board, Sikaodi^^bad, vacls to have m prjva - 
some clear ^idance id that connection. 

How sbosld the CtJlertor wn e ’ Prafi ibis eoiamssica-ion. 



CHAPTER IV 

Some Specimens of OiTicinl Deofling 
1 — (Appllcailon for a post) * 


To 

The Secretary, 

Public Service Commission, 

New Delhi 

Sir, 

Having seen in the columns of the ‘Leader’ of 
yesterday that some posts of Routine Clerks have 
recently fallen vacant m the Imperial Secretariat, I 
beg most respectfullv to stand as a candidate for one 
of them My qualifications are as under — 

I am a Graduate m Arts of the Muslim Univer* 
sity, Aligarh, having acquired the C A degree in the 
year 1932 

I duly qualified myself for Oovernmont Clerical 
Service (Lower Division) in the examination of the 
Commission held in December. 1931 

Herewith I attach a fen copies of my certificates 
and testimonials, a perusal of which will give com 
plete information as to my personal character and 
other attainments 

r am a youngman of 22 and enjoy robust health 
Lastly should I bo selected, I may assure you 
Sir I shall not be found wanting in the most con- 
scientious discharge of tny duties 
^waning to hear favourably, 

I beg to remain. 

Itfllliray Hoad, 'i Sir, 

Aligarh. f Your most obedient servant, 

Dated iGlh March, 19SG C Ilafiqttildtri Qureski, D. A. 
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2— (Copv of a Te^iimonial) 

Alisarb Lnher«»lT >L A. O. College, Aligarh 

14tt \pril 1932 

I hare known Mr Rafignodm Qure'hi, a«; a 
student of thi^ College for fonr rears He has jU't 
secured his B A degree in the «econd diri'ion. He 
made a rerr favourable impression upon hi® pro- 
fessor® as a most regular and pametakmg voungman 
of intelligence and sound moral character 

I hope he will have an opportunitj cf putlinginto 
practice what he ha® learnt here I can recommend 
him for a responsible post 

<Sd ) M H. NASIKl. M A.. ? H 
PnncipaL 

3 — (Copr of a Certificate) 


GO■n:B^'MEVT OF INT)IA 
Public Service CommissioD 


j Mr Bojfgtiddin ^jrcshi (Boll Xc CZl) has 
I satisfied the Pnbbc Service Commission that 
' he IS fit for clerical emploriaent under the ^ 
Government of India as a Botrcr /?tri 'ion C7er/_ 
{£'xon»i 7 ottDn, J^Si) 

(Sa ) E. H- BRA^’DO>', 

Secretarv, 

Public Service Commission 

DELHI ; 

Dated iheSOih Jcvvary, l°So 

\. 

Departments of the Government of India and 
' attached oincea located at the Headguarters are 
I requested to recruit the holder of thi® certificate 
through the Public Service Commission onJv. 
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1— (OfTicnl ^leino — InlimatSng an n|i{>ninimcnt) 
^,O^IK^MI•|^TOI INDIA 
S« rt Jre Comnilsslon 
Now Delhi, 20th March. 1936 
Mcmoraodum 

With reference to liia application dated the IGtli 
March, 1936 for a po«t of a Routine Clerk, Mr 
Ilafiquddjj) Qiireshi is informed that ho has been 
uppointed as on assistant clerk in iho Central Print- 
iiiR OfTice on a tcmporarv vacancy lasting for about 
four months Pay Rs 80 p m , with usual house 
allow ancu 

ife should report liiinseif at the Printing: O/Iice, 
bimla, at 10 A M , on the 24th March. 193C 
C L Ponde, 
for the Secretary, 

Public Sorvico Commission 
To 

Mr Raftquddin Quroshi DA, 

Railway Hoad 
Aligarh 

(OR) 

No C P O 26 28 
r,0> HINMI NT Ot INDIA, 

Central Printing OfTice, 

Simla, the 2Dth March. 1936 
Memorandum 

Mr Uafiqiiddin Qiireshl Is informed that the 

Public Sorvico Commission have nominated him for 

a Tacancj m this oflice The appointment fs that of 
a temporary clerk on Rs 100 p m, without any 
allonancjs 
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2 In the ereat of his accepting the offer the 
eisct date on which he wi]] be required to come for 
personal mteiTiew will be intimated later 

3. A replr prefersblT bx a leleg»^m ic ’■e^ue'^ted 


To 


D ^ Geir. 

OTg Deputx Contmlle'', 
P'-inting 


Air TfaSquddin Qareshi, 
Railwar Road, 
Aligarh. 


5 — (Replx Aecepiing the Offer) 

Teltgran 
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Provinces, on the 19th April, I93G for the post of a 
Sub-Deputy Inspector of Schools, in the United 
Provinces, enquires whether ha la willing to serve on 
Rs. 100 per mensem in a temporary vacancy likely to 
last for about nine month*., if one is offered to him 

An early reply is requested. 

By Order, 

C. L. Mxllra, 
Head Assistant, 
To 

B, Ganeah Pershad Sharma, B A,, L. T., 

Govt High School, 

Sultanpur 

7— (D O Letter— Asking fur o report) 
Meerut, 18th June, 1936. 

My dear Mr. Mackenrie. 

Floase see this OIBce letter No 52*E., dated the 
16th inst regarding conduct of T Swarup, Superin- 
tendent of Jail, and ftt me have your report at the 
earliest. 

Sincerely yours, 

C N. Martin 


To 

P Mackenzie. Esq . 

Collector. 

iluzalTarnagar 

R.— (Letter— Co^ I Grant to n MnnlcIpaHl)) 
No 25 


From 

C. Morgan, Esq , M. D , C P , 
Surgeon- General, 

United Provinces. 
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To 

The Sec-etarr Jo Gorernmezit, 

Local and Mumcipal Deparlmtni, 
Allahabad 

Dated LncLno«r, tbe 13tb Januarv, 1926. 
Sir. 

1 have tbe honour to state that the pronsioa made 
xn Grant Ko 3 of tbe budget e'stinxate of the Khuija 
Municjpalxtr for the rear 1936 37 x« quite EuScient 

2 The proposal of the Mnnicipalitr to appoint an 
accj.ctant Compounder on E«; 15 per mensem, and tbe 
prorisJon of E' 2i0 for repairs to the Hospital, 
appear Terr nece'^^arr 

I bare tbe honour to be 
Sir* 

Tour Eoet obedient ecrraat, 
C 

Surgeon General 
9*— (Circular LeJler) 

2^0 B/5361 6VT-35(16) of 3934 35 

From 

Bai Bahadur A- C MolerjA M. A-, 

Secretarv, Board of High School and 
Intermediate Education. 

Dnited Frorioce* 

To 

Tie Heads of Institutions recogni'ed bv 
the Board of High School and fnte-- 
mediate Education. Umled Provinces, 
for the Commercjal Diploma Examination. 
Dated Allahabad, the 15th December, 1935- 


S r, 

I have the honour to draw yojr at'en'ioa to the 
Svllabus in Typewriting for tbe Commercial D ploma 
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Examinations of 1335 and 1936 and to inform you that 
it has been decided that tho examinations in Type 
writing for the Commercial Diploma Examinations of 
1935 and 1936 will consist of two paper*; of tho same 
type as the corresponding papers for tho High School 
Examination The maximum marks and the time 
allotted to the papers m Typewriting for tho Com 
mercial Diploma Examination are as follows : - 


Marks 

Theory Paper JO 
(* (a) Passage & 

Type- 1 Letter 50 

copying j (6) Tabular 

L Statement 3(i 

Total m 


Time alloweil 
2 hours 


1 hour 
3 hours 


I have tho honour to he, 
Sir. 

Your most obedient sorrant. 

O. OoUcle, 

For Secretary 


Test Qursllons 


I A IrieoJ ol yooo ha* •ppliel to «hr llijh School in*) 
Intermediate I wrj of EJueamo ol ycwi ptOTiace lo »lb« h.n lo 
appear In the comios Faamtnauon u • prlTite eanJ.late la loier 
Commerce 


Write the application and the reply pmre tie necemryper- imoo 
7 From the CoUcctoi nt yoonUnrf-t write to the Contnln jntr 
atVme JilmloaaneiiOB the appOiBlineftt (otih^ in«thi cf *o Aniiiint 

Superintenlentcf rolice, l-ecaufecfcmtiniiinaldirtBTharcttia t edutricl 
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3 Draft aa oncial memo accepting Babu Mohan Lal’g resigna 
tion, who IS a clerk, Jodge a Court, in yonr district No certi6cate can be 
issued to him as he has not served for a full jear m the office 

4 From the Municipality of your town write to the Collector and 
Magistrate submitting the administration repprt and lequestiog sanction to 
construct a segetable market near the main bazar at a cost of Rs >5 ooo, 
which 1$ a real need of the town 

5 From— Director of Public Health, U P 

To— Health Officer, Bulacdsbabr 

Say that a non recurring grant of Rs 500 has been sanctioned to 
wards the malarial survey tcbeme of the Khurja town and inform the 
Acct General, U F , by endorsement. 

6 Draft an ofSeial letter from the Collector and Magistrate 
^feerut, to the Commissioner, Meerut Division, Meerut, submitting the 
Administration Report of the Oatiabad Monicipality, and say .hat the 
delay 10 its submission >s due to the many changes which had to be made 
in It in coQsequeoce uf the orders contained in IcCler No tJiAiG of aSth 
August, 1934 

7 Draft a leltei to the Post Master General. U P, tayiog that 
you sent a m/o of Rs 120/ to Messrs Satkar A Sons, Dharamtalla St 
Calcutta, about a month ago, hoc yon have not yet received the payee's 
receipt 

S Request him to make aa enquiry into the matter as early as 
possible 

9 Vour College authorities desire to construct a Hall at an estimated 
cost of Rs 20 003 Draft a letter to the proper Govt. Official, apply 
ing for grant of half the cost 
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UQtnan Wants— It ts & tact of common knowledge 
that human beings have got certain wants and desires 
to lie satisfied. 7ho iiaturul law of self preservation, 
working alike with all living beirgs, compels man to 
obtain tho moans of lift f r himself and for tho ‘'0 
dependent on him It is essential for man not only 
to feed and clotho bimsoJf for the sake of mere 
existence but also to procur« cerlom comforts and 
luxuries of life for tho attammont of a higher stato 
of development Amongst the least civilized peoples 
of the world wants aru inoroly a means of self prcscr. 
vation, whilst amongst others they are tho moans for 
further dovolopmont 

(Occii pnlioiu-CftBri) 

» VSfiCHtcare 

— C»iile bre«0 ifij in 1 Dairy tr 
— CxfMcKye— — l-nh'BC 

— lorMlry 

— Mining 

VJ«nw/4 iMHi,.-. tnloiVtici 

-II nrTrvlf 

Otcopatlolij— I —rore jn TiiJf 

^ ] I— lirVInj; 

— \h!« w Tr* le — Tnti«roit 

^Honi'tl e ^enifp 

, _|ft*aKln«l Latniii 
— Uiiect s,r»ke» ^i,of«iirM 

— Cml sac] Mil ivty Seiticci 
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Occupations 

Broadlv cpeaLmg, human wants are of two kinds, 
material and non materia! The satisfac ion of 
man’s material wants depends on goods or commodi 
tie®, for the production or acquirement of which man 
has to exert and make efforts of various sorts In a 
civilized state of societv th.e«e human efforts give 
rise to a multiphcitv of activities, which in coo*-se 
of time become separated into distinct calling® or 
occupations For the sake of convenience the whole 
of these productive activities may be grojped into 
four mam classes of occupations — Extractive, Manu 
facturing (or Constructive) Commercial and P rect 
Services The first two occupations, namelv. Extrac- 
tive and Meottfacturing are, sometimes termed 
* lndastrj ’ 

Cztraetire Oecapations are those m which atu 
IS mostly concerned with the collection of products 
already prepared for him bv Vature for example 
Hunting Fishing Mining Ag-icoltore, Cattle-rear 
iDg, and Dairv farming In the latter three oocupa 
tions, however, the application of human skill and 
efforts IS more necessa-v 

Ind a being mainly an egricultural count*w 71 per 
cent of her vast population of -49 crores i® engaged 
in agriculture proper S per cent, m hunting, ff'h 
mg. cattle-breeding and poultry farming, and onlv 
about ^ per cent in mmmg 

2- Hannfactnnng Occapalioos a-e those which a'-e 
concerned with tie working up of raw mate-ials 
(produced mostlv under the extractive occupations) 
mto finished articles or making a'^ticles more useful 
for further manufacture Amongst such occupations 
may he mentioned Spinning and Ueaving Iron and 
Steel manufactures Flour mills Sjga'- reSning, 
Paper making. Glass works etc , etc Thev include 
handicrafts and small scale indust-jes as well a® 
manufacturing ope alion® carried on m huge miHs 
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and factorios Constructive undertakings include the 
building of houses, laj ing of railways, construction 
of roads and bridges etc The one great feature of 
manufacturing industrios o/ our times IS the use of 

intricate machines run chiefly by some motis o power, 
such as, coal, electricity, gas, or even water 

In India only 10 per cent of the population is 
occupied in the manufacturing processes, while m 
some of tiio Western countries SO lo 60 per cent 
13 80 employed Cotton, jute, wool and silk mills m 
this country provide work for over one fourth of the 
industrial section of the population and this shows 
that the tuztilo industry is sulTIciontlr developed in 
India Iron and steel works, otlior metallic manii* 
facturos, sugar making, tanning and leather indus- 
tries, chemicals, flour milling oic are other large- 
scale industries carried on m this eountrv 

3. Contmerclal Occupatioos consist of all those 
activities of man which are concerned m ith the 
exchange of gooja amongst men and imtinns The 
term 'commerce is used lo a wide sense and includes 
not only Home and Fore.gn Trade bit hiTerent 
auxiliaries lo trade and industry as >. / , Hank 
ing, Transport and Insurance Tho«o throw agencies 
are very necessary for the proper conduct and 
expansion of trade ot a country 

India i* a very big country hovmg a vast area of 
over 17 5 lakh sijuare miles She carries on an exten 
sivo trade both home and foreign, which ncci unis 
for the employment of C per cent of her people 
During tl>e year 1935 36, the total value of India’s 
foreign trade amounted to Ks 297 croro* of which 
imports account for Us 99 5 crores and exports for 
Rs 197 5 crorea (including the out (low of gold worth 
44 crorcs during the year) Teod grams, oil setni* 
and raw materials form the chief items of «xror/s 
from India, and the imports malnlv consist of machi- 
nery and mill requirements, and manufactured 
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article®. Banking, transport, and csurance, 
since tbev are not higfajy dereloped here provide 
employment for only 2 per cent of the people of tbis 
countrN 

4. Direct Serrices— Tbis cla®s of otcupations 
comprises all tho*e persons wbo vvorL m tbe 
vanouB Public Departments, Army, 2* ary. Police, 
etc, ard al®o tbo=e engaged in intellectual pursuits, 
such as. Teachers, Lawyers, Doctors of medicine, 
etc, etc Tbe Labourers who work in mills and 
factories togetberuitb those who perform domestic 
service form an important section of this group 

In India tho®e engaged in Ibe J^dministration 
and Public Departments average less than 2 per cent 
of the whole population Tbe percentage of those 
engaged in dome'tic service, factory laboor, and 
lOteJJectaaJ profe^ssoas cota&s T!>vgh}j to T percent 
of the total population. 

Test Questions 

1. '\»aelie ciitf 0"cci»u«a$ ofjwa, tbe etcsti vfa'l 

(eeoocaie) aetmu-*!. 

z. ij e doirn »t lean ten d) 5 etetrt oecap* *a 3 «l»ss^y ibna 
zeeoidisg loibe Ocmpsuos-Cheji jtm biTeteen. 

5, IVliat do yoB undezstiDd hj Ibe tena 'laSostrr’ > 'Nfaeiid 
compare tbe two cbjtf oecopajou* r crapr sw 

4. Po El ctl ibe dWjDruoD between 

(j) Macsfacttir ng and Cps^tdcOtc Inlns*nea. 

(/) Diteci SejTJcfS and PnWie Scfr ic CB 

5 bit 2S ‘CcffitaerV , -what btarcbes cf occi.piliiot;B ,30.5 jl ^ m 
pjue-* Trace sb» retauon CratDcxce »/tb ManiJec je saj 

cnl Bie. 

6 ‘India 15 r=a n’j aa ap-icninial eanajj'’ Hvw ^3 j-aa ;i-V-df 
tbis ral-tnent ’ 



CHAPTER I 

D LSiNFSsQ rnCL.KOUT I N L 

Cofiying of Leiler^ 


The clerical work carried on dailj in a business 
office IS known as its routine The mam part of 
this work IS concerned with ibe sending and recele 
mg of letters as well as keeping their record As a 
general rule in a small business house correspon 
dence IS conducted and Its record kept b;- the same 
clerk but m large offices these duties are disehsrg^ 
by different persons 

Carrttpeui'fcncc is (Ac sou( of coauncc£e Ifence 
aJl sorts oflettors ahd documents used in business 
should bo preserred with great care because they 
form the record of transactions All business papers 
shoull bo arranged and kept in such a manner that 
whene'er rcciuired they can bo found easily and 
without loss of time 

The usefubicss. of a complete record of business 
correspondence m»T bo briefly stated — 

1 It enables a merchant to follow up an 
b ncjuirv, if the order is not received within a reason 
able til lO 

2 If a repeat order is recei' od from a customer, 
the necessary particulars can be found out from 
the last order 

3 In case of a law suit letters can l>e produced 
in the courts as evidence 

4 Much valuable information can bo gdlhere<l 
from past letters for example the number of orders 
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received la one vear can be compared vrith that of 
another 

Note.— I sa sy»eni of conesp adeccr whefelv a 

trader or iteicfaint goes on icDding etters to a cvsion r nfco laigti 
hare made sonc enqairj anti ao order or a reasoaible lep y is r^eeired- 

2 Hr/f i Ord'T It soto tiBes happ»os that a ci.S'osjer loVend 
of giriog fall paruenlars of goods oidered »wnp!y relen to pas order to 
be esecuied e«bei in whole or ra part Tii.i u kaowa *» a Repea 
order aod IS S3 osed only whentbe thjags required are qoite fas; >ar 
a&d of ose or two kiods oalj 

In fact, a merchant who keepb complete and svs- 
fematic record of correspondence possesses at all 
times true and full information about the affairs of 
bis busmens He will have little chance of being 
deceived by his assistants or following their wrong 
advice 

For the «ake of clearness in explanation, Bu^u 
ne«s Correspondence mav be divided into two sec- 
tions— Outicord and Inward 


Out>«ard Correspondence 


All sorts of letter's, telegrams, invoice's, ete , 
sent out from a business office are collectively Inown 
as ‘Ouficard Correspondence' 

CopyiDo • — It has alreadv been pointed out that 
past letters axe very often required for future 
reference and sometimes for legal purpo'se", therefore, 
a/a£.£limi&(that is, an exact cgpv) of every outgoing 
busine«s document mast be kept in the office 

^./sielhods ol Copying — Formerlv, a copv of 
a”’ letter had to be written out bv hand , it was 
a laborious and time waiting proce'!'= Mietakes were 
often made in the copies, and not being /ac stmtle^, 
tbev were not accepted as true in the law courts. 
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Moreover when in a modern business ofBco many 
letters have to be copied laily this method of hand 
•copying Js altogother unthinkable Hence to meet 
these difhcultios other methods of copying business 
•documents have eorae into use They are — 

1 The Press copying Method 

2 The Carbon copying Method and 

3 Copying Machines 

Fach of the above methods will now bo lescnbed 
in some detail 

The Press Cnit)iiip Mcliiod 

We rofiuifo seven things to copy a letter in (his 

way — 

(1) The Iron Pfo«« 

(•>) Copying Ink or 
Pencil 

<3) A Letters Copy 
Book 

(•1) A cup of loafer 
(5) A fist Dtijs) 

<G)Oilel sheets 
and 

(7) Sheets of Blot 
ting paper 
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.Vr'r —The LfKere.Co;rj' 
fespl IS sssde Dp c! rery th:a 
iearrS caUfd ussse fheeis nrhisb 
•re ncmbeied senilJp cd ccly 
Dae side cf the ps^e at the rj-tl 
top corner. In soisc booVs ihe 
InTcsare qw e thiDl. bsi Ibej 
hare the qaality of nbssjbjas 
>n1c. In the bejiaaisj oj thj» 
booVsooe ptjet bsre ruled hce* 
asd os the ostet edge of each 
pass there is piisted as 
alphabet— A,— 

— V, Z These P'S** 
are oeast for irriucs the Isdes. 


^ How- to C^pr 3 Jriler 

(q).A band-WTiUen Jellcr.— First, the letter 
trust have been written with the copying ink Cor 
with a copying pencil) and allowed to dry. l^otv 
take up the Letters Copy Book and open the 
page on which you want to copy the letter. 
Suppose it is page 4 Place an Oiled Sheet on 
the back of page 3, and turn over it page 4. With 
the brush and water dampen the back of this page, 
taking care not to apply water on the numbered 
corner and at the binding of the book. On the wet 
page place a sheet of Blotting Paper and then an 
Oiled-sheet. Close .the Book, pre's it IrpAf/y m the 
Press, and take it out. Open the Book and between 
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iho wet page and the Blotting Paper no^\ place your 
written iotter facing tho wot page CJoso the BooL 
carefully and proga It ogun /im/y for about half a 
minute On opening the Book a /ac strnile copy 
(negative of course) will appear on the back of page 
4 whicti can be road correctly from the other sile 

Iho two oil shoeta should bo left in tbclr places 
until the page is quite dry 

Aal — Ty pUe ns»n O T I sni a T olitn^ Piper t» front of 
each ] age jeveti pa:;etcanle iainpene>lon- mfCer anotSer an! Iheti 
ufto ■ i ier> leltefi c«n copie4 logtihef 

((;) A typed letter— When wo hare to copy a 
typed letter Iwhich must bo typed with a copying- 
ribbon) the method differs a little Proceed 
thus — 

Open the page where the letter Is desired to be 
copied On the left page place an Oiled sheet and on 
It a sheet of India rubber or linen which is already 
kept moist in a Bath Tray Turn over the right leaf 
and on its back place the t}ped letter face down 
On the letter place a sheet of Blouing Paper and on 
Oiled ahoot. Close the book and press it tir7litli/ for 
about a mintito The copy will appear on the wet 
page 

NoTr--i/» c<v— '«'f» '°‘’r » '« 'ff 

ii >I« re |Uiie 1 It c»n l>e *li ne I 1 y pUeini; • Ion,,, t eel of I'loei 
(of Ihe «me k i»l ■! in the 1 o V) >n (toM ol Ihe on wh hlSe fr.l 
copy of Ihe leiiei ii to e me When Ihe losivl «•> paj- li lein; »eii' 1 
cnoa-'ll mlef mu« l>e epp el en rbaSIhe looir pare may a be Jam- 
penel ihof )ugh y The rert ol the peoceai t« Ihe tame a» nriti 

Caution — In the Iron prossCop> method one point 
to bo carefully noted is thatthe moisture m the paper 
Bhottld bo of right amount Since if there is too 
much water the ink will spread mixing the words 
togothtr, and on the other han'l, if the pspor 
remains too dry the copy will bo faint or it might 
ovi n not come at all 



104 


BUSIKESS T2AI2JI5G 


SfDld Sh( s — If icT l*»f of the Lenen Copv Look 16 
sotnehcrw jt iboald be caac'lW bn* not torn or* or rettoreo, becsm* 
0'ber»is* tbe pa-e-nonbeis will b- »**«eied »jrf sn b « boot will cot be 
lecognised jo ibe Comt. Tojn oct sbee^ shoold b» repaired wrb fssu 


The--Carbon-CopTia^ Aletbod 

This i«; tbe simplest method of copying letters: . and 
the copy is produced just when the letter ic being 
written or typed. 

DopIlCStic^ Books — Orders Invoices, Receipt®, 
etc,, are generally copied in what are called carbon 
Duplicating or Manifold Books. The'S books contain 
printed forms of the above named documents Each 
two leave® bear the same serial number and tbe 
upper one i® perforated near the binding A sheet 
of carbon paper IS inserted lace down between each 
pair of leave®, under which is placed a piece of tin 
or cardboard. The writing is done on the upper 
page with a pencil The written sheet is tom off and 
the copy remains in the book. 

Type Copies— ^?ow a-dave, letters are mostly 
typed on a type machine and so the copies are pio- 
duced as follows*— 

A carbon paper is placed between two plain sheets 
and they are fed into tbe typewriter such that 
the carbon paper faces the sheet on which copy is 
to come While the letter is being typed it is also 
being copied. Thu®, two or more copie® of tbe 
same letter can be produced by using additional 
sheets and carbon papers 

Tbe be«t method of the above is to gum on the 
top at the back of each letter i'heet a thin paper, 
known as a The great advantage of thi® 

is that the typi®t has simplv to slip tbe carbon paper 
between the two sheets, and the whole can be most 
,>asilr fed into the mechine. 
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Copying Machines 


We are living at present in the machine-age ; 
much of our work can bo done by machines far 
mote eaaily and rapidly than ourseWe*. Machines 
invented for purposes of copying letters are general- 
ly called ‘Rotary Copiers,’ because it is by the rota- 
tion of certain parts in them that a letter is copied. 



m »or4ir cpwfi 


The Rninr} Copier — //oip to usf if J— 

/V roil of epocially maniifacturtsi piper i< fitted 
ipto the machine, and its free end is attached to a 
cylinder Under the roll of paper tlioro is a rub* 
ber roller Letters to beropiod are placed on feed 
hoard in front of the macnine When the hindte 
IS rotated, each letter is pushoi in It is gripped 
between the roll of paper and the rubber roller, 
and is carried away to the other side, whore it 
drops into a tray. The copies of letters come 
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one by one on the roll of paper, which goes on wrap- 
ping round the cylinder Afterward® the copies are 
cut off with a lever Lnife in the machine 

ihe lei ere are copied a nijber rarop b^ara; the 
word COPIED is pat on ea b letter, so iba i may oo be copied 
again 

■^ompan^on of the Three ^lethods 


The Prea copying method takes much lime and the 
copies are not quite neat and clear But it has one 
great advantage in that the signature on the original 
(and also correction', if any) appears on the copr 
as well Therefore, except in some Government 
OfSce', It IS not much used by business men these 
days 

The Carbon method is very simple, neat, as well 
as cheap, but signatures have to be made oo each 
single copy and this surely takes time Again, 
in law courts such copies are not always recogni»e<L 
Still, because a good copy can he produced just along 
with the letter, this method is being much u'ed lu 
almost all offices Such copies are also easy to Ste 

A Copying JLfacAinc though very quick, 'imple, 
neat and complete, is a co'tiv thing Hence it can be 
used with advantage only m v©rv big bu'ine s office®, 
where a large number of letter® have to be copied 
every day The greatest advantage of copies taken 
out on the Rotary Copier is that they are fac stmxU 
impressions, together with signature®, of the letters 
sent out, and being loose they can be Sled along with 
the letters received 

Test Questions 

I Wha IS the tittJ of Lcepio^ cop es cf OctwarJ Ccnv^poo- 
denee ? Do 7°“ ^ 
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3 What do you undcnlanJ by the Kut-tine of a Ikiinfs] ^ ' 
^\ hai part do'J cotrespoBdeoce play tbereto c 

3 How IS th« record of Oulwarl lettecs Vept ‘ Naire ar 1 explain 
the ditlereot ways of Capying* letters 

4 Describe briefy the Copying of (x) hanl wtiiien Iciiefs ( ) 
typed iellerj, oa the iron Press iv«e the di0er'nce la each case 

5 Is It possible ID gel two copies of the same letter by it-e rttis 
Copying method ■ bow } 

6 Which of the Copying loelhods is the bett la jour cpioiua f 
Give reasons 

f U/iie shcri coles on —The Leciets Copy boeW. Manifold or 
Duplieaiiag Book, A Loose Press Copy, Cojying lath. 'hollow up 
Sfitem, a 'Pepeat Order', aed a 'Flmiiy 



CHAPTER II 

Indexing the Letters Book 


When a number of letters have been copied in the 
Letters Copy Book, the finding out of any particular 
copy, whenever required, must certainly be a matter 
of great worry as well as delay But a way has 
been found out of this difficulty by keeping an Index 
to every Letters Copy Book. 

An Indent is an alphabetical list of matter in a 
book, showing where each topic is to be found Such 
a list appears at the end of nearly every big book, 
and the student is expected to be already familiar 
with it. But the index used for business books differs 
largely from indexes found in ordinary bookfc It 
has two forms (1) the Book Index and (2) the Card 
Index, which is explained m Chapter IV. 

The Book Indez-.-It consists of some ruled pages, 
with sheets of blotting paper between them all 
bound up in the beginning of the letters Copy Book. 
On the outer edge of each page is printed an alphabet, 
and thf edges are so cut that the letters A, B, O, B 

X, Y, Z, all appear together one below the other. 

Indexing means to keep an index, which may be 
done eitbar on the System or on the Voicel 

System 

(a) Simple Indexing— in this system the names of 
customers are written in the index.pages according 
to the first letter of each name AH names which 
begin with ‘A*, will be written on the page marked 
'‘A’ ; those beginning with *B*, on page ‘B’ , those with 
on page ‘C, and so on The last page ifmsually 
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marked with XYZ and is meant for names com 
rnencing with each of these alphabets because such 
names are very lew Against the name of each per 
son or tirm are put down tbe numWs of tbs pages 
on which the letters sent have been copied Note the 
specimen below — 


Simple Indexing 


Ad»ms, John 
Ahmad Khan N Son* 
Ar oUk Ritn & Cm 
Abdul Ksr«em it. Cn 
Au Ram JknVi Pt tad 
Alexandra & Co P 
Ai atic Trading Co 


A ^ —Bueaptto Mmeft ndeinj accoRl ng to the rumine 
(hit H the Utt pail o( the oame In the above thee tteci namet ate 

I Altms and P I xtif'a v Cj When nde* ng the Barret 
Words iuch at Mr Metsrr tlal « Seth Ett] iheutd be left 
Out and words I ke Ur S > Lori it tt Mtt etc ihos I l;e 
placed <n<r <he nam' 

This sTstom of indexing is useful in email oniccs 
only In largo firms companies, banks etc whore 
thousands of names have to be indexed the vowel 
system Js far better 

(b) Vowel Indexing — Hero each page of the index 
is divided into eix sections in accordance with the 
SIX vowels — a, It o, u, u •t'd o name i«p/ocrd»a 
tfmt section which corresponds loi/A tkcfirs‘ lowet com 
tn<j after the initial letter of Me none The names 
to be written on any page roust all begin with the 

a 
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ssraa alphabet as marled on its edge. The following 
jlliistration will male it clear . — 

^ ovrel Indexing 


A 



Anand S^rarcp S. Sons 


1 . 7 


Anla Sann i Co 


9 


Ahmad Itnsaia Ibiahita KbaP 

- 

.6 


alien £. Co . G 


2. 11 


Al»ian 3 Ta Cinema Co. 

“ 

14 


Uddjo L Bros. 


1 


Knur K S^s 

_ 



^Eisue Tftiiag Co 


tS 


Amolat Kao Katan Lai 


S 


Arofa Bros fi. Co. 

- 

IS. >9 SI 

- 

AUdnl Salim, AWnl Kanos i Sons 

- 

so, 1? 


Addy Eenjamin, M 

- 

6, 13 


-V#v— In »clnil yractJee b^lb Hw sidwof * page *ie tfolised, 

rntLing 3 FTCtion* cn ibe froE* »Dd 3 «n the batfc. SoDeiinee vhen 
oaroes *te many sis pages ibe luoex day tw i.se3 fprea'i tlp’^ab^ 
e one page fti ‘fio’, one loi 'A<', cof *Ar’, one fw ‘A/, cae fw 
•A*’, and one tor 'Ay. 

Cross BelereDCe— It jsaden&e to facilitate the 
searching oot of a letter /n the Letters-CopT- Boot. 
The various copies of letters sent to the same person 
are marled with a fraction. The numerator indicates 
the page number of the pervjou* letter, and tbe 
denominator indicates the page-number of tbe letter 
following. The Cross Reference is also tnown as 
*pDge Index or Chaii Indesd and is usually done with 

e. 
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a coloured pencil at tlio tune when a letter is being 
mdt xcd 

The chief use of a Cross Keferonco js that while 
eoarching for a letter it points out at once the page 
f the letter (of the Kamo potBOn or firm) going just 

lioforo ono cotn.nBjust atlor We h»vo not 

to look at till! Iniio« «c»>n “■■'1 

timo still forlhor rho folloviinB disBram cloarir 
oxplains It — 


1 in ibi 

uiieut- ry 
I uk »t»>* 
tng Cru»» 

l<c(<i«ne« J 


Ucf * '"'’’*1 
e.» Co] y 

Hook tho* t ^ 

,f,g Ctou I 
lltfetence J 
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NOTE-— The zero la shows that there is do letici piefuji to 
It ; and the bUcV ta ^ means that th*re u no letter fonfa»i 'Vhen 
any mote letter to T Ben>oa &. Co , u copied (say on jHje 23S) u » ill 
be completed as and then C'0*s Reference on page 233 will 
appear at 207 until funher letten. 

TcBt Questions. 


I. Wha* ts an rndei h Name its ktsds, and esplatatbe EooV- 
index. 

2 Exp’aio and illctitate ‘Vowel Syrtem* of lodeaiag How does 
It difier from ‘Simp’e lodeid ? 

3. Troo the following prepare (t) a Simple Indea . (f) a Vowel 
Index 


The 'lodern Boole Depot 
Hnnna Lai L Soni 
Mohan Bros. 4 Co. 

Haji ifnhatsmad Boktb, Kareem BnVsh 

T. Morns i. Co 

The Modem Trading Co 

Pt. Mnrsn Lai Sbirsia 

Jles«rs. J Mead & Co, 

Messrs. Macmillan £. Co. 

R, Minto i Sons 


- 9. *3. a; 

• 3.7 

- I, to, 19, *5 

- 3. S, II 

- 4 i tS 

C, 24 , 17.26 

- s 

- 12, 16 

- IS 

~ 20 , 34, 31 


4. ^^bat isa 'Cross Reference’ ; Is rt the ssm- *5 • 'Letter 
Reference’ ? IVhat usefal purpose does it serre ? 


5. Soppose letters to a certain firm hire been copied on the 
foUowiDS pages of the Letten Copy Book, show the Cron Keference on 
each pas® • — 

4*. 57, 73, 99. **5 


6. Is the Index suH necessary, when yon msrk the CIO'S 
on the copies intbe Letters Copy Book ’ D s*a*s. 





CHAPTER 111 


Making up, Recording and Desiialclniig Lellcrs 


Folding — Business u« well as OfTicial Letters 
should always bo folbd very neatly becaiso care 
lessness in this respect creates r bad impression 
about the sender Care and ncatiuss always win 
confidence, self romped and goodwill, which arc 
so very essential m busmens A letter should bo «o 
folded as to fit the bue >f H'o pe usid. 

The papers and envelopes n <><t tonimonly used 
are of tlie following 8 i £0 — 


Pajiers 

1 Note Paper 8'x5 1 

2 Letter Paper 7*^9 2 


3 Business Letter 3 

paper lO^xSl ^ 

4 F 0 o I s c a P 

paper 


Lmi'hr > 

btiiiir 5) x4r 
Oblong 4jx2r 
Coiiitnercial C’x3l 
Oflicial 0 X4 


now 10 loid-Th. 

th. proper «r.r ol (oldinc d„ ,i (or 

kind of envelope Studen s 

themselves—* 
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(!) Fora Square Envelope, foid — 


A Note Paper, 
thus 


A Business 
Paper, thus 


A Foolscap 
Paper, thus 



(2) For an Oblong Emelope, fold— 


ji. Vote Paper, 
thu*= 


\ Bu6ine«s 
Paper, thus 


A Foolscap 
Paper, tbu'* 
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(1) lorn 
A Note I’npor, 

tllUH 


Commcrrlnl rmrlopp, fold— 

A Du«lno<5 Foolscap 

Paper, thus : Paper, thus : 



(I) lorn 
A Noto I’ai ' r 
thus 



1 <iid*ru|t I inrlojir, fold — 

\ Ihisiness A Foolscap 

Paper, thus Paper, thus ■ 



AddrcssIniJ LnVClopcs-ThoaddresM H on tnTclopes 

A?,«7Lr«%h<iutno written *julto correctly and 
mlilj an «<hlr. «s L not complete or is incorr<ct- 
the letter « 111 not teach the a Mres.oo in 







116 


BUSl^JESB TBAlMiG 


time, or even it mav not be dahrered at ai] The 
irrjtJDg should be bold and legible, the ^boJe addre®' 
being spread on the lower half of the enrelope acc-*rd 
ing to its size 

How to WTite the Address— The name of the 
person, firm or companr is written in the firs line 
The designation or occupation, the street number 
name of the road or bazar is written on the second 
line, a little to the richt of the first line The name 
of the place it=elf is written on the nest line towards 
the right 

If the place is a small town or a riUage it should 
be underlined The name of the district, pronnce, 
state, or country (if nece'fary) «houJd be placed in 
brackets at the right end. 

Should a letter appear to be rather hearr do nof 
forget to weigh it on tbe Letter Bolurce, end then 
affix stamps accordingly at the right band top corner 
of tbe address side 

I^OTE.— It 15 rtty itDpoft»i.t lh.t the De*p«. ti CltA »» «ell 
*cq'aain ed with the latest roleiol the *'« i O^et. He should betiei iw? 
s copy o* the Post*! Cude to be rtferred to so ease d suy dosVt ss tt?- 
the sinoBi; of j)0«iage »nd other lejoVoocsJ 

SpecimeD Atldre®* 


Stamp 

( II 

j anna 

3je«<=r« Macmillan &, Co , 
94, Bow Bazar Street, 
Calcutta 
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The Address Book— The oddro^^eH of vanoua 
custoriHTH ti ay bo copied from tbo lottcrs rtreiv©fl. 
Ana rule, bowoTer, «n Address Coot it kept 

in wliicb tho namen and addre^^os of all rcRular 
custofimrw aro written up in alphabetical order. When 
tho a(i<lre«*i«“t are kept on indoX>carJ4 , (b<i cxplainc'J 
furtlior) thm book m not nece<«ary. 


A Specimen pa^a «/ an Aildre** flnok 



N»i • 

A.ltfeM [ if 

Msemillin t 

C 

1 eiV 

Idw f *z«r Since, 

Csicntts 

Metrrn Tri 

lins C • 

Nt**' r»nj, Psmftii (U i’l 

Munnslil ' 

1 Sont 

S n|> 'Uti-h»nt«. Kim’rth Ci(« 

MrcnC C-lf 

Miihtmma 1 

I skhih 

I*k)«h Ksrir 

i> Ctn'nl Sfef«h»fit«, fil«r ' 

I'aftr, tisihl. 

C«niri1 1 ank 1 iJ 

27, CtiaiMlnl OiQak, Delhi 


The Letter Sortin'* Back— Ore-Il attention should 
be pait to piuflnK letters In thoir ro«poctl^o cnrolopes 
tocetlier with correct enclosure'*, If any. To avoid 
r, iKtakei a I filer Sfrttng Reek is sometimes used 
for this purpose. It t« a wooden almirab with several 
divisions, <ach markesi for a certain class of letters 
or dorumonis As soon as letters are copied, they 
are placed alonR with theJr enclosures in these 
divisions to 1)0 ready for the despatch clerk. 

The PostaitC Book— When the Uespstch clerk has 
got read^alMJie letters, psreefs, etc. for the post. 
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be records them in the Postage Booh, the form of 
which IS shown below — 

The Postage Book 


^ca'b 




Kicd of 

Tjec 

Postage 



C 



1 


Bs.*. 

P 

|' 93 ' 

1 

1 


iRs a p. 

Cash 4 5 

3 

jOfc' 

‘ 

AcioUV Ram Raise 
Ibsl, Pooca. 

Leilei 

A 5 J J 

1 

o J 6 

StanpsS 10 

9 


Tneodi. Co, 

Cafd j 

4 P M 1 

0 0 9 

to 0 

0 j 

^ i 

<3 AfleoiCo, 

Losdos 1 

r^rctf j 

rs A j 

[ 

tie 



i 3 

! ! 

bsiional Tiad sj ^ 
Co Madras 

Re^d. Letter^ 

«P M j 

040 




lopefial Basic, ( 
Delhi , 

TeJegniia j 

1 

9 A M ^ 

090 


The objects of keeping a Postage Book are — 

(1) Letters and parcels, in doubt, can be traced 

out, 

(2) A correct record of all postal expenses can 

be properly kept, 

(3) The clerfe cannot ini': use the stamps or 

postage money given to him, 

(4) Certain postal expenses to be recovered from 

customers can be ea«iily known 
Tbe Parcel Post Begjsicr.— Ordmanlv, a receipt ts 
obtained from the Post 0£5ce for any parcel that 
may be sent through it l^hen «uch parcels are few 
tbe receipt is given on the Post Office forms , but 
when the number of parcels to be posted in a dav is 
large, it is usual to enter them in a Partel Poet 
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Book The receiving clerk at the Post Office puts 
the ditt It imp in a column of this fraok. together 
with th( number of parcel* rtceired and his sig. 
nature 


Pored Post Hcgtstfr 


Dill" S»rr» »rKl idlfeM VSe 


11335 Tola* 

lin 3 -Sni N» h Shret ^ath 1 15 

K»f It't 1 

R» *. P 

I 0 £ arp 

I<» IJ* V L*)*"!*** ^ *■) 

1 f ih \lefct an 1 j 

0 S 0 

\ 1 . ■> M Je-«l »5 

In 1* Ch pa I 

Ca t a 1 

0*0 3 

II Atral 

The Peon Book — Whenever a letter or a parcel Is 
dolivercl in the «acne cit> through a messanger or 
8(.r*at)t tiie record of such articles ^ kept in a 
separate Peon Book The adlrc«aeo to signify 
that he has luly reeocvwl the artieli s sent puts down 
his initial-* in tin* book The word 'Hand Is written 
at the lop left-hand corner of an tnrilopo so deli 
sored an J if nnsw or IS desired. 'Await Answer is 
also adde 1 

Peon nook 

Dale A'lf-**<e 

1 >>rl Ir a* 

1 ol c* 

j Ar c e ReceiTer 

ti^io Me«ft- ^tiarrra rre* 1 Co 

Mi 1 „ S Mairof 

J a S It jh 

Tai el _ A / ire»j 

let ef ^ / S J’, 

I Tl » Ar-e Im-^rial I a k _ 

‘ A 

l-e ef * 1 t / X. iicj/ 




*cny Casli Unok (On Tlie lro|»rf gt Sygtrni). 
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a 









CHAPTER IV 

Filing and Inde^^m^ 


Inward Correspondence— Inward corr*-spondence 

means the letter® telegram* and other paper- 
received into a business office. 

The Inward tellers Begisler — a^ soon as aii the- 
iD»coming letters hare been opened and read bv 
some responsible person in the office, tb© receiving" 
clerk marks each of them with a «erial number and 
the date of receipt A rubber Dating stamp i* 
generally used for »hi* purpose A brief record of 
each letter is then made m a Letters Register, which 
IS also called 'Inicard Letters Boot', or Letters 
Becexied Boot.' The following is an example : — 

Tbelnt^ard Letters Register 


Pl*ee I Sab;ett ReeaiV* 


aod CaTcntU Price List Filed 


I j Gay» Fn»d aod *sra Order Goods 

I Soo«, mpplinj 

I 3 R»m D a r a I Aligsrb O'^ei for Refused 

I I ShariEa, Aseaey 


* The Aerr Fap»i Lrachnoir Si'cples Ap.rcFrtd 
I '’I MPis ua. 
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There are three foil object<i of keeping tlji" 
book 


1 It forms a complete record of all the letters 
received dail5 into an o/7ice 

2 Suflicicnt information about a letter is got 
from this book, and therefore it may not often bo 
necessary to read the letter itself for refertnec 

3 The ‘ncmarka «olumnatonce draw* alten 
tion to a letter which remains unreplied. for It a ill 
bo blank in that case, such as IctlirNo 4 in the 
abovo example 

Prescrralfon oMatvard CornsfOBdcnee-.hMcrn 

business requires the handling of a v ast number of 
letters both inward and outward anf it ts of utmost 
Importance to a business man to be able to find out 
a particular fetter rrceirr<l or the cepy of a letter 
issued with least possible delay and worry 

In business ‘time is money . and an> time lost In 
searching for lollers means so much unnicissary 
loss of money or at least delay in ePocting liu<in<.'8. 
SecondW if past letters could noth) secured as and 
whin required it would bo a source ot much mental 
worry to tho«o who manage the lu«in»«‘ and so 
they cannot carry on Ihur work a« ofliciently as 
they should otherwise do It is win every up to- 
date modern business always make- use of several 
devices for pr« serving correspon lence in such away 
that reference to Ibom ran hs I as easily and 
speedily as possible 

Wo have alrcaiy exp!aine<l in this connection 
how copies of outgoing fetter* are taken out am 
properly kept for future reftrenci ^ow, wt shall 
describo how Inv-srd letters are preservc<l an! for 
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what reasons It is of utmo'^t importance to preserve 
^11 inward letters for the following reasons • — 

(а) Thev conta'D the terms and conditions agreed 

for the supplT of goods 

(б) k repeat order* from a customer nece-sjtates 

the reading of past letters, 

(c) Law requires the preservation of some 
documents for a certain number of year®, 

(d) They serve as u«eful evidence in legal case®, 

(e) The result of trading for on© year can very 

usefully be compared with that of another. 

Filio^ I® the name given to that method or «retem 
bv which letters receiied (and if possible, al'O copies 
of the outward letters) can be preserved fo* future 
reierence in such a war that anr one letter, from the 
whol^arge group, can be readilv obtained. 

.5^«eDtlaIs ol a good Filing System— A system of 

fitlog to afford the maximum advantage should 
po«®e5S the following essentials : — 

1 . 5inplfcity The device or apparatus used 
should be simple enough so that it could be properlv 
handled by anv person of average abilitv. 

2 Rapidity of Reference The arranging of 
papers m their proper places and reference to them 
should be done with the least possible delay. It 
should be self indexed as far a® possible, 

3. Safetj of Papers. The papers should be pre- 
served intact, that IS. -srithoot being spoiled Iv dust, 
insects, rats, etc 

purtber, thev should be protected against being 
tahen out or substituted bv un authorized persons 
-This requires some fastenmg or locking arrangement. 
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4 i.lasticil>/ Th» s%stem adopted by a busine«‘5 
must not onl> hosuitel to its "spcciai re(ju]rement« 
but It must also bo cap ible of boiiif; expanded '•t ith 
the increase in the size of that business and of I eing 
Contracted if neetl bo 

5 £cononi!/ The filing apparatus shouid not 
occupy too largo a space and also its tost should 
bo reasonable for the size of business dt«iring to 
adopt tt4 

Thoro IS however no one system of filing so far 
devised that may be regarded as euUablo for meeting 
the needs of alt kinds of business houses largo as 
Well as small Wa know that businesses differ as 
regards thoir nature and tbo amount 0 / eorrtspon 
donee required to be handled and so a system of 
filing which may lo just serviceable for eno ofiico need 
not bo equally so for another office Hence it is not 
possible to recommend an> particular system as the 
best and suitablo for all the need* of overy liisiness 
ofiTite Any system selected must le such that it 
could bo easily adjusttd (0 meet the special require 
monts of an ofiico and not that theoflice may have 
to o just Itself according to tho naturi of tlio system 

Methods —There are three princii al methods of 
preserving inward letters — 

1 Simple filing 

2 Pigeon Hole Dockotmc 

3 Drawer filing which ina\ ie donoonti) 
tho Flat system, or 16) tin I 1 nghi system 


Simple Filln)^ 


A Wire Flic— The readers of this b-ook must be 
t.nulmp with tlio w.y which pgsl card., rcstal 
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receipts, vouchers and receipts for small pavment®, 
and any other piece of written paper which we think 
will be needed later on are preserved by us All we 
do IS to pi“rce these papers on to a hooked piece of 

wire and then hang the whole on a nail \\ e go on 

doing this till either the wire is full or the papers 
are no longer requited to be kept with u« e may 
c 11 It a fVire file 

The greatest drawback of this arrangement is 
that whenever any paper at the middle or bottom of 

the wire has to be removed the order of all the rest 
of the papers abo\ e the particular one taken out i* 
disturbed, and it becomes exiremelv bothersome to 
replace all the papers in their correct places after 
wards 

So this method of preserving papers is rather 
crude and it certainly cannot be jsed for keeping 
letters, important papers and valuable documents of 
big business houses It is, however, mostly employea 
by small retail traders, and for our private require 

Cardboard Files 

Even the card board files which are generally 
used in Government and semi government offices, 
are not very serviceable for the requirements of 
business houses Such a file consists of two pieces 
of carboard of the size of a F scap sheet, the 
lower one having a flap and a tape to tie round the 
middle 

In modern business therefore other better «orts 
of files are made use of e g a Box File An Apron 
File or a Double Arch file They all belong to the 
simplest system of filing business correspondence 
The common feature of these files is that letters 
are placed tn them date wise The file itself nav be 
nut on the table on the shelf of an alrairah, or it mav 
even be hung on to the wall if the make of the file 
nerroits of this being done 'Uhen letters become 
sufficientlv numerous they are removed from the 
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file*!, iiumbereH con«ftPi>ti\p|y loiind toRethor. and 
then stored awa\ in so no safe place A brief mder" 
IS also sometimes atttched to each packet 

Some of fhesi simple files are described below — 

The Box-FJIe— It is merely a box, a little larger 
jn size than a F «cip paper It is made of card- 



4oardorNer> thin wood Inside it tii<.re is usually 
o oprinR which keipa tho letters loRethi-r m po«itinn 
The box ma> liase a Ini or nia> bo upon on the 
upper sule 

The Apron File— It consists of a stiff cardboard at 
the top of which ttiere is a clip to hold fast the 
letters In front there fs a stout paper to coter 
t»ie letters in the fishion of an apron But still the 
It Iters III this file i* 't d«st> and their s-lRes are oftin 
torn. 
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The Donhle Arch File It cotejef^ oi a b’ci board 

with two metal 
arche®; at the top 
and a hole for bang 
mg the file on to the 
wall At IPe lower 
end of the board 
there t® a small file-, 
punch bv which two 
holes are made at 
the upper end of 
letteTa before thev 
are inserted through 
the arches 

This file has 
piored Terr popular, 

«incei while the 
letters are held secu 
rely in their place®, 
any one of them can 
be lifted and read 
through when re- 
quired- The index 
sheet® help the alphabetical arrsogement of the- 
letter® 


Pigeoc Bole Docketing 


Although it IS an old srstem of preserving letters, 
it J® still Is-rgelr in use It requires a big wooden 
altairah having 54 compartments There i® a revolv 
mg shutter m the front, which can be pushed 
tap and down as needed The compartments 
resemble the hole* in a pigeon nest hence the 
came Each hole is labelled with an alphabet 
A, B. C X,\ Z 
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1 ’!) 


Dnd eUng—^oi re foing placed in the almirah 
the letters are first 





folded into a uniform 
8IZ0 according to the 
width of the compart- 
ments On the out 
aide of the folded 
letter the following 
points aro briefly 
noted doH n — 

1 The name and 
address of tho 
sender 

2 The date of tho 
letter 

3 Its subject 
matt« r 

4 Hemorks and 
date of reply 


Doc/cl and is oxlro 
moly helpful in searching for a particular letter If 
the ontvilo of a letter is filled up in writing the 
docket IS w ritten in rc<i ink The follow ir g ore «peci. 
mens of dockets — 

Docket of • teller Docket ol tn nm ce 


I r»i» i S«r» 

1 Agrs 

' D»ieJ Sih '9J$ 

^ Orle for I® Rt*”* 

of I C»p 

] Supplle 1— 

«lh M»T <935 


The D rf»l 1 tp r M I > 
Ce Ul 
U CO a 
iKh/aBe I9JJ 
Airoa t Ki Jej 4-9 
C'le'- e • rt (or Rt. jee 
I IJ I Soremler 193S 


9 
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The hew Fi e 




Docket of s s^a eni n t — 

Tht docleteQ letter® 

are placed date Ti«e in 
different bole® of the 

almirah according to the 
a phabet® vjth Tbich the 
Dame® of the senders 

begin. After ererr three o- ®i£ month® (or anr 
convenient period) the letter® are taken out of the 
pigeon hole® Tbev are sorted both alphabetically 
and date wi®e and then tied np between pieces of 
cardboard®. A lab^l i affiled to each bundle thus — 


Jin.— J bts 


01 I 

nvoic s 

UT»-Jn« 


The bundle® are then ®tOTed awav ueuallr on the 
top of the almirah 

Jt —In# 11 r wo Mil ee Aim nlii at* f’tttait e 

«tie fie se lor bt cei bs3 pi cqcsuJ 


Drawer Fllisg 


Thi® 1® newer and better svptem of filing letter® 
It IS becoming incre 3 ®inglv popular, b“cau'e only 
ihe trttrard fcffcrs I atajfo the cop es of o \rord leXier* 
can i 0 h be placed togell ‘•r It require afilingcabinet 
con®i®tin'’ of a single drawer or more The Jeters 
are placed in tbs drawer® in t to waTs— Flat sTstem 
and Upright ®T®tem 

1 The Flat Filing Sjslem— In the Flat or Honron 
ial ETstem of filing the Drawer Files are generallv 
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usoa, of which thoru nro many makes and each 
difTwrs moi-o <ir lom fr in the other, for example, 



the Pilot the shannon, eic For some fllos holes 
have to be |uinclio<l in the letters before they can be 
placed tnsidis (he drawer, m others there m an 
arrangement of spring fastening which keeps the 
pat er*> quite secure in their place Uut the things 
CQiiitiion <u all such tilts are that there is an alpiia 
botical in i« X inside tho drawers and that the letters 
ho flat in theiii 

Special Fealurcs— Thorn aro four special fca* 
_ •- •I tures of ft Flat 

, , Pile — 

2 The finJ 

/‘oiition f/ the 
Fill The shape nnd 
<to*fgn of lh<*»o files 
vanes considcrablj 
somo files can fjo 
hung on tho wall, 
oih< r.« are placed 
like a book on tho 
shelf of an atmlrah , 
and still other# are usually In tho shape of a drawer. 
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4 The Tranuftr File^ or Binding Co4f>j— When 
a flat file m full, or at definite intervals of a quarter, 
half year or a year, iN contents are removed to 
another file called a Transfer File This file also 
contains an alph ihotical index, end tbo dates covered 
by tho letters transferred to it aro marked on its back 
sido e e . ‘/I'ow Jtl Julu to Slst Dec. tl>S€ ’ 


Most usually, however, tho letters are ^mnoved 
to Transfer or ilindm^ Cases (of tho 
fain'i KUO as the files thomsoUos) Letters 
wj'hout disturbins tho order in A to II 
which thoy woro lying in the drawers Juao to ' 
Luhols as shown hure aro put on September, 
th ISO esses wliicli are also cross rofo l93fi 

rtneed 1 n this way tho letters rola _ 

ting to a customer can ho tracixl back from one 
Transfer Caso to another, over a long perio 1 

2 The UprUht or Vertical FUln;» Systcn-Thls is 

tho most iiioflorn and efficient 


system of filing so far devis 
cd It IS tfiis sysccir, m which 
tho inward letters u« well as 
copies of theif rophts can 
both be filed togothor 

Papers are arranged In 
folders which are placed in 
an upright "«■ standing posJ 
tion in the drasser hcncoltls 
known ns the Virtical bystom 
of Filing 

A Vertical Filing apparatus 
consists of the following 
things 

I ACablnel — For upright 
filing largo an 1 deep drawers 
(Otnerally 24 'xl&'x| 0 ‘) ar« 



used as tho paper*. 
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instead of lying flat remain m a vertical po'i ion 
in them They are fitted into a cabinet, and can be 
pushed in and out quite ea«i]i The numoer of 
drawers depends on the size of corre^-pondence to 
be filed All vertical filing cabinets are fitted with 
roller shutters and locbing de^’ices to se''U’‘e privacv 
and safety fo*- the papers plilced in them 

2 Folders — For ea»"b custome- a folder, made of 
stout manilla paper, is used. The back, edge of this 
folder IS a little higher than the front, and on it are 
written the name of the customer and the number al 
lotted to him The letters received from the cu<= 
tomer (and also the copies of the replies sent to him) 
are placed dat6-wi«e in bis folder Thus a folder 
contains the whole correspondence of each person 
or firm 

The folders being loos© without anv fastening 
the whole of the correspondence of a person can be 
taken out mo«t eaeilv bv lifting his folder out of 
the drawer This provides the greatest facilitv of 
reference 

3 Guide Cards — Each Drawer contains a set of 
Guide Cards (made of strong manina paper) having 
projecting tabs, on which is marked an alphabet, a 
number, or the name of a place or some subject The 
function of these Cards is to separate the Folders 
into their own groups Thov are held in posi 
tion by a rod passing through the hole at the lower 
end of each Guide Card 

4 Tracsier Cases — They are boxes made of card- 
board or wood and are of the '^ame «ize as the fol- 
der® They are meant for transferring to them the 
contents of a file when it is filled up with letters 
They are labelled as u®ual 

5 “Out Cards -These Cards are coloured, and 
similar in si^-e to the Guide Card® W ben a particu- 
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]ar fo)(ior h takoji uiit of t >« /Irawot an “Out” Card 
!■« put m jts plic), lOff ontoruiafoM’ parti- 

culars in t)io c»Uimn<t ri)»l'>ntbA Card for Itja pur 
paso T(io particular** limit tijo foMor Ronorally 
aro : (fj) Naino nnd ail(|re<-a «»f th« cu3ton)or tosothor 
with Ills niiinhor if any il)\ tho ilato when It is taken 
out , (t) tiio name of tho person or cloparlinont to 
whom It has hoen sent 

When (iio foJifor is replaced tho "Out" Card is ro- 
move I. Tho chief ailvantni;u o( tho u»o of bucIi cards 
Is that «s soon as a drawer is opened tho colour of 
tho card utonco draws attention to tho particular 
foldor wliicli is out. and that >t should ho placdl 
back wi Its propot position os soon as done with 


Arrangement of lolilef* In tlic Urnwer 


Tfin roldors aro placo<l In the upriuht position In 
tlio (Irauer hotwoen tho fJuido Car<ls. which aro 
usually arrangtsl alphabetjcally. TJioy may, however, 
bo arranjyod niirnorically, osch flnido Card btinj; 
marked in rotation with round numbers, such a«, 10, 
20. 70 100, and to on OeoRTBphicnl or 

pubjecl-wiso plan of armiiRomciit of tho Quldo 
Cords is also somotlmes followed 

(a) Alphabcllral ArranitenJenl.--\Viir'n folders aro 
arronited on this plan, only tho nnmos of customers 
ore written on them and they are so ptaccsl that ail 
tiio folders of 'A' names aro behind {or before) Ouid* 
Card *A* ; foMor* of *1)’ names aro behind Oiiido Card 
!)• ; Ihoso of 'C* namesaro l>ehlnd Qiiido Card 'C’ : 
andn^on Bsrh (luldo Card thus Boparates Its own 
loldors from tho rest and when any particular Icltct 
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has to be looked into-, these cards at once point out 
•where to find that folder 

(6) Namerical ArrangeincDt, — In those offices 

■where correspondence IS heary it is batter to adopt 
the numerical plan oi Upright Filing Here on the 
folders, m addition to the names of customers, num- 
bers are also written, and the Guide Cards too show 
those numbers, and not the alphabets. These num- 
ber's, a*! a general rule, are not consecutive, but 
round figure®, e. g . 10, 20, 30. 40. etc. The folders 
are arranged in the drawei, ID accordance with those 
numbers, behind their proper Guide Cards. 
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Help ot the Card Index 

FOLDER. 


~Whon foUera are 
orranped on the abovo 
plan jt becomes neces- 
Bary to keep an index 
of tbo numbers m a 



plan tbo Out lo Cards I 
vincM or countries an I 
names of customers vsith 


Card Index drawer 
(oxptaino i further on ) 
Thus when desiring 
to search for the fol 
dor of any particular 
porson wo shall first 
find out from this 
t’ard Index the num 
bor giron to him. 
and then b> noticing 
tho Guide Card of that 
viry numler in the 
tt right File drawer 
we shall got the fol 
dor 

(c) Geojfrspbleal 
Arranjicment ~in tins 

• names of listricts pro 
th> foihrii leiriiig the 
uirpiacis ore arranged 


hohind that Guide Card to which ihor I ©long 


This arrange nent mar© only v, hero the luim 
bor of custom! rs is rorj largo and "hero th ro fs 
regular corrtspondmeo to aril from the customers 
of cacti listrlct or prorinci, «• ; tn thn offices of 
Banks and Insurance Companies 


(ti) Snblcct wise Arratulcmcnl — Som itiiiips it is 
necessary to file the papers in arc* r lance with 11 « 
subject or topic of the littirs for instance corres 
pon lenco rc import of Grsmmophoncs Bahoset* 
etc , or contracts embo lying ttrms for the mamifsc 
lure or supply f some apecitJ gofsls Th< Oiulo 
Cards are then niarktsl with the appropriate sul ject 
headings, and arranged atphaboficall} The folders 
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also bear she same subject-headmcs and are placed 
behind their own Guide Card" Thu** the letters on the 
same subject or topic are placed date wise in the 
same folder irrespective of the names of the writers 

Note — A lpta Nufnero Plan — l^e name indicates thi* is the 
combined plan cf both the alphabeucal and the numeticsl arrant^emects^ 
Its chief merit i» ibis ihat M does not re<ju re a separate Card Irdea and 
still possesses the exactness of the numetcial plan 

Here the Guide Cards are matted vith the alphabets in the die 
tionary order and also with numbers fnsnally in the form of a fractiony 
which at once point to the groop and exact posiit'n of a ccsto-nei s 
folder Tht-s this plan piovides a quick anj correct reference no mailer 
however large the correspondence may be The followjog example wiH 
enable us to understand this p'an better — 

Suppe'e we bate adopred th/s plan and wart to reach the folder 
of'Ie'ir» Mohan Bros We shall Open the drawer and look for the 
Guide Caid iraiVed "'lOH”— on whi'h several names commeneipg' 
with thes* letters will b« fonod already wntten each along with its own 
Buroeitcal reference, which inthe case cf Mohan Bros may b“ a«sumed 
as 15/7 d ^(1 <5 points to the section lawbichthe partieu'ar 
folder IS placed, and No 7 inoieatesthe exact petition of this folder la 
that «ectiCD, namely seventh 

Soperiorlty of t&e (Jprigbt Fillo^ —If we compare 
the Flat Filiog System with the Upright Filing, the 
latter 19 decidedly better, for the following reasons 

1. There is no need of punching holes in the 
papers and no fastening is required, bo much time 
IS saved m filing the papers 

2 Each customer’s correspondence is quite se- 
parate from the others 

3 Both Inward and Outward letters can be kept 
in one place 

4 Reference is easy and quick. 

5 Order of arrangement can be changed when- 

needed 

U’evertbeles". the following advantages are rjghtlr 
claimed for the Flat Filing System : — 

1 . Its cost IS not much and so it can be used by 
small offices 
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2. It requires a (ittio space, and is usually ar 
ranged on the shwlf ol an aimirah, or on a tal/l« or 
desk. 

3. Papers remain sei-uro in their places, and '< 
it is vory useful for valuable documents 


Tbe Card lodcit 

This 13 a very oflicient system of indoting, and it 
marks a groat impro\oment ovon over the sowel- 
system of Book'indoxing already oxpUincd It 
consists of a Drawer or bo*. hOmo Guide Carils, ami 
a niifiibor of Name Cards 

Tbe Guide Cards— Those are cards made of (jiiito 
thick and stiff paper and each has a projecting tab on 
the uppor edge, on tyhicli is printed on alphabet 

TbO ffame Cards— They are blank cards, abuut 
5'x3' in size, and on each is written or Ij pod tlio 
name of a customer, his address, folio or other 
number, subject heading etc One blank card is iistd 
for one name and it is placed in the drawer hrluiid 
its own Guido Card, according to the first letter of 
the name 

The Guido Cards are arranged in the drawer in the 
alphabetical order with the Name Cards boing distri- 
buted amongst them in the samo order. 

Tlioy may bo kept on the simple sysfrw es is most 
usually the case, or ©' tn on the loirct si/flem acco d- 
Ing to the iieetls of an olTico The latter system wil , 
of course, require sit Guide Cards for each alpliaboc 
(Aa. Ae. Al. Ac. Au, Ay ; Us. flo. Di, Do. Bu- D) . and 
so on) ; and also iho niimbor of Drawers will then be 
at least five or ovin more 

Indoting is don<f on the Xanie Cards Iu*j in thr* 
same manner as on the pages of a Hook. index 
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another letter may he sent to the custormr if 
nothing more is heard from him ] 

^ 6 When the goods arosojdon the , 

ins'a/mc/i(-pa//inenf’, or 'inal^order' sjHteins the 
necessarv particulars and conditions of sale otTen i 
to customers can bo most conveniently recorded on 
these cards 

7 A card-index may be used for maintaining a 
record of persons employed in an offico, showing the 
name, address, scale of salary or wages, terms of 
appointment, etc of each 

S It may be used as an index to Library, Ro< ks. 
Price Lists, Trade Cotalogues, etc 

Advootagcs ot tbe Card-Indcx—Tlio Card-index, 
being the best system of indexing, possesses the 
following important advantages!— 

1, It IS most convenient to handle, and provides 
very quick roforotinco With the help of ‘iPutsion 
Cfinis' of different colours further divisions of a 
drawer are possible 

2 Its capacity for expansion is great, ns the 
number of drawers can bo increased when roquind 

3 The cards can bo u««<l for various other 
purposes, as already pointed out, both sides of a card 
being utilised if neco''‘‘ary 

4 New cards can be added m their proper places 
without disturbing m the lea«t the alphabetical 
arrangement of the cards already there Thi« i« not 
possible with n Book index xhich requires rewriting 
whenever there is ony change 

5 ‘Live' cards alone, that it those bolorging to 

the customers on the list, have to ho haiidUd. the 
"dead* cards being removed to an on' drawer. 
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{A'hp> t /"‘f» th* Poft and Ttlcgrnph Guide) 

and Tolegraph Department has proved 
of such iiiinitnso stTVico to the cit llizcd w orld that 
thii G<J\ ^rniiu nt <if iioarK «\ory country conducts it 
under its own ciTf and manaKcmont This Depart- 
nu'nt carries or* live work of transmission of nows, 
small-woight tiir-ols. money, etc, both for tho 
ceneral public and tho (5o*.crnnient To busmiss 
men it is of sp*<.ul value, suico all corrcspondenco. 
which IS tho soul of busino'S i" earned on throuRh 
tho Post Office 


Working Hour* of tlir !N)«l OITice 


The heurs during winch postal work i» done at 
i*very post office oiid tho times at w Inch mails aio 
delivorod and closeil. aro very clearli notifiM there 
Tho biKintss hours are fixtd with duo regard to local 
. .nMiuinieond work is Mopp.sl oxnctlj nt tho tino 
fix.id nxcepiini on holidays, tho general timetable 
of work at a Pi.'l Olfico is as follows - 


For Inninncs and 
Ueferencos - 

Fur bale of btainps 

niid Stationery — 

For Itegistration. , 
Insurance. Parcels, and 
Y P Parcels, end for 

Br.nt.nc C.tune.l. uf 

Or*... 

fnJ Cash CerUficatos- 


From 7 to 8 a. in and 
from noon to 5 p m 

At Qii> iiino at w Inch 
it Is upon to public 

From 7 to 8 a m and 
from noon to h p. m 
tOn Saturday till 3 p. m ) 

From Ida in to 3 j . m.) 
(On Saturdays till 1 p. m. 
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For ordmarr and ex- At anr time between 
press telegraphic Modct S a m to 6 p m when 
Orders — | w^^rL is going on 

For Receiving tele- i The same ae above 
grams — I 

All Sundare, New Year s Dav, Good Fridar, 
King s Birthday, and X'mas are Post Office ho’idavs 
Besides the above, holidays are also observed on a 
number of public festl^a16 in different province® 


TheworL of tbe Post Office mainly consists of 

1 Inland and Foreicn Post 

2 Money Orders and Postal Orders 

3 Savings Banbs 


4 Cash Certificates and Postal Insurance 

5 Telegraph and Telephone service* 


Postage Stamps aod Stationery— Postal and Tele- 
graphic charge® are paid by affixing postage stamps, 
which together with Post Cards. Envelopes, and 
Wrappers «or News Papers and PacLets) are sold at 
all Post Offices Stamps of small value-i anna. 
J anna, 5 anna, 1 anna, Jj anna«, and 2 annas em- 

bossed Envelopes and Post Cards are also sold bv 
postmen throughout India. 


Stamps are of the following value : — 

J Anna 1 2 Annas 6 Annas 5 Rupees 

iAnna I 24 Annas 8 Annas 10 Rupee® 

I Anna 3 Annas | 12 Annas 15 Rupee® 

1 Anna '34 Annas I 1 Rupee 25 Rupee® 

l4 Anna® 4 Anna® * 2 Rupees 

Stamp Booklets containing 15 postage stamp® of 
1 anna and 1| annas respectivelv are sold at Re 1 
and R= 1 4 0 each at most Post Offices 

For tbe exclusive u'e of Government Office® 
special stamps bearing the word “Service” or “on 
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H. M S ar« lo^uefl bj the Treasuries to Govern- 
ment OlFiciaU 

Air Mall Stamps of the value of 3as Ca^- and 
12as are also available now at most Post OfTices 

Embossed CnvcIopGS are of two sues square 
(4 j'x 34‘') and commercial (6' x 34*) . they boar a 
printed stamp of 1 unni, or 1 a 3p > and are sold 
for the same prices 

Registration Envelopes are of throo sizes and are 
sold at the following prices — 

73'X4r at 0 4*1 each 

9'XGi at 040 each 

14j*x5j” at 0 4 3 ••ach 

Thoso envelopes are lme<l insiie with cloth and 
are much strongor than ordinary envolopts They 
are specially meant for insured covers 

Post Cards are of two kinds Inland and Inter 
natiural. They measure SixjJ inches and boar 
stamps of 9 pies and 3as each re-pcctivoly 

For 0/Ticial use Inland Post Cards with the word 
'Serucc' printed on the impressc<l stamps are also 
used, 

Wrappers bearing a J anna stamp are sold at the 
following prices : — 

1 for 0-0-7 4 for 0-2 4 

2 for 0-1-2 5 for 0-i 11 

3 for 0-1-9 b for 0 3 6 

They are used for sending Kewspspers nni 
Packets b> cither the Inland or torcign Post. Addi* 
tional stamps ehould bo put to cover the extra 
weight. 

Reply Coupons — The sender of e letter to a 
foreign country ^member of the Postil inionican 
pre-paj the reply by enclosing an Int- rnational 
Keplj Coupon. The addressse on presenting it at 
anj post ofiice of his country will b<s ent aed to 

10 
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receive stamp or stamps equal to the postage on an 
ordinary letter from that country to India Thev 
are sold at — 

(1) 2' annas each for Great Britain and British 

Pocsessions and the Colonies 

(2) 4 annas each for other Lnion countries 
Payment of Po'Kioge — The postage on Cards. 

Registered ^lev spapers. Packets and Parcels must 
be prepaid by the senders 4.1co, Post Cards must 
bear tne full postage Letters may be sent as ‘bear 
mg, that IS the Postage being unpaid or insuffici 
entlv paid bv the sender Addressees are charged on 
delivery with double the amount due in such cases 
Ffonling — The Postage on official and private 
Postal articles may b© prepaid by impre 'ion* made 
by franking machines, for the us© of which a licence 
has to be obtained from the Head of the Circle m 
which the applicant resides 

The Inlaud Post 

Postal Articles — The following are the articles of 
the Inland Post — 

1 Post Cards, 4 ** Blind Literature” 

Packets, 

2 Letters, 5 hegistered "News 

paper®, 

3 Book and Pattern 6 Parcels 

Packets, 

Pop! Cards 

Ktvds — Post Cards are of two kinds — Single and 
Double or Eeply 

pos'uffc— A Single Post < ard requires on it a 
stamp of 9 pies a Double or replv Post Card the 
same stamp on each part 

Other rules— Post Cards, Single and Replv, of 
private manufacture canbeu«ed prov:'*ed that the 
postage IS prepaid in full, and that they are not more 
than inches or less than 4X2^ inches, and of 

■fne vanrtj kbn.s't ’.'is’i^i hv ♦Jia. 
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la 

<)ITic(> -hoi ] 1 bti Attached to a Po^t Card 

itxciipt 

(a) l’< t I ' StAtnj) ( >r -tatnps) . 

(^) A 'lip (iiitnKiro than S'xJ") bearinK the 
name nnJ of the addro^^oo. complotolj* 

^umruxi to till (. aril . 

(p) A similar slip with ttio ntmc and adilro<iH of 
tfio sender and 

(/) Drawn}j;s, Photo*. Picture, ate , on Tory 
thin npor cuiuplitBU pasteil to the Card. 

If a Post Can! is posted wltliout ntimps of tlio 
full luiiount Jt ti ^♦^nt to tho Dead Letter OfiTco 
(D L O ) til In distrojid 

Hiisinc^s tteph Post Cards nml Piiirtojiet. 

“/iiisimsv UkpIu titrds" and Hrply En, 

»(/< pcs ' can he i-tnt without prepayment of postsRo 
n hich wiM ho collected in cash from tho addresreo on 
dolivorj 

They arc u*od b' tnismoss men when they want 
that tho ciistnmors may be put to no esponso for 
roptyitiK to tho letter* aont to them 

Tho f dlo'c ing aro tho condition* to ho fulfiUed 

1 Person* <lo*irinp to u*o auch Cards and 
rnTcIopr* nm«t applv to tho ro«tf7ia«tor of tho offico 
to which the CanN or Ko\olope* aro to bo relurnwi. 

2 I ho /'I for tho permit I* Its 10. payable In 
advance The pirmit will remain In force for one 
j oar 

3 Such Card* and Enselopc* must bo of the 
eanio Bizo, form and Quality as allo\s ed for those of 
private msnnfactiire 

They should show on the addrt'ss eldo tho follow. 
iPK particulars — 

((») Printcsl name and address of the person or 
firm to » horn they are to I'd dellvere-l , 
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(6) The permit number 

(c) The name of the Post Office issuing the 

permit , 

(d) The words ‘'Business Beply Cords or 

"Business Reply Envelopes 

(e) The words * No Postage Stamps liiecessaryr 

Postage will be paid by Addres‘*ee 

The Rales of Postage are the same as on ordinary 
Post Cards and Envelopes 

Letters 

Postage — The rate« of postage on letters are as 
follows — 

For the first one tola or less 1 an 

For every additional one tola or less i an 

Unpaid and Jnsufictently paid Lefters-^-ia) A 
letter posted unpaid is charged on delivery with 
double the postage, and a letter posted insufficiently 
paid IS charged on delivery with double of the defi 
ciency 

(6) Unpaid letters, with or without covers, t/ 
not securely closed by the sender are forwarded to the 
P L 0 for being destroyed. 

Book PackelB 

Postage — For the first 2^ tolas or less 4 anna 

For every additional 2^ tolas 

or less J anna 

Contents — A Book Packet may contain any of the 
following things — 

(a) Newspapers, Magazines etc , Books , Photos , 
pictures , Drawings and Map« 
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{i') ii jHinoss Paf r>., tucli as, Inroiceo, Bills of 
Lading Ui))sa> Itn ij.ts Statejncnts of Accounfs. 
Insurar I >1 PoHctos. otc . not beiri(j n/ f/ic nature of a 
person il It III I 

(r) Circulars, that ih. printed lottors and notices. 
('!) \\ riUon lotturs of old date havinjf aircadf 
passed through the post and served their purpose 
f'’) ManuscnplH for tho press, 

/V / — A li k I xrVft shojt I not matain Paper monsj, iSii ji, thioji 
like I sia^' r t Stami-a, Cuiitocy Notea, Huniii, I il • of Cacl^arct, 
Chcfiei I ink > >r*. -to 

Slie — V Ihjotc racket may be of any shape, hut Its 
S 126 must not ho more than 2'x I'xl', When, how- 
ever, it I' in tho shape of a roll, tho length must not 
exceed 2j feel, and its diameter, not more tlian 4 
inches 

/’acf.to'/ A Hook Packet may bo posted without 
a cover, or in an open envelope, or in a cover which 
can bp easily removed for tho purpose of eianilninR 
tho contents at the Post Office 

Penalty —U & Hook Packet Is found to contain 
anything forhiddon by the rules of tho Post Office, 
or oxcf fds tho fixed eite, or (s improperly packed, it 
will fix charges! on delivery at the rate of letter or 
pirci'l, whichoi or may l>o less Postage Stamps 
already put will of course bo taken into account for 
this purpose 

Tor all f/rtpoiti or Aof Pullv Paid Book Packet 
tho recoiNcr will have to pay double of tho amount 
duo 

Pattern nnd ^amiile Paekrta 

Pujto'ic— Tor the first 2j tolas or less 4 an. 

, every additional Sj tolas or less, J an. 

Confrnfs —A Pattern Packet may rnnlain • — 

(d) True jistterns and aamples of trade , nof Aar- 
mu am/ « tlni' le ( alue . 

(h) Objects of natural history, such as rirle<l and 
pre«ers<s| atiiniais 
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Size and Weight — The «ize of the Pattern Packet 
must not exceed 2 X 1 X 1 and weight is limited to 
200 tolas 

Packing — Patterns should be sent without a cover 
or in open or removeable covers Samples of seeds, 
drugs, articles of glass, liquids, oils etc , must be 
very carefully packed m such a way that the contents 
may be easily examined at the Post Office if desired 

(Other rules are the same as for Book Packets ) 

“Blind Literature” Packets 

Postaeg — For a packet not exceeding 

80 tolas \ a 

Exceeding 80 tolas but not 200 
tolas 1 a 

Exceeding 200 tolas but not 300 
tolas li as 

Exceeding 300 tolas but not 400 
tolas 2 as 

Contents —Papers of any kind, naagazlnes and 
hooks printed tn *'BratUe' or other type and 
specially meant for the use of blind persons, alone 
can be sent 

Conditions — (o) The packet should contain arti 
cles specially meant for the Blind and should not 
contain anything in ordinary writing or printing 

(6) On the outside should appear the words 
'"Literature for the Blind', together with the name 
and address of the sender 

(cl The packet should be posted either without 
a cover, or in an open cover 

(d) The size should not exceed 2 Xl'xl', and 
the weight not more than 400 tolas 

(Other rules are the same as for Book and Pattern 
Packets) 
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Hr^isicroil %e**sp{i|icrs 

Dijinitton — \. rcfjist»Ted ne>^spapor is that publl* 
cation w hich con^iKts of political or other now’s, 
or current topu« with or without adrortisoments. 
provided tliAt it i« p»)>h«li«»l i» numbors at intervals 
of not more than 31da)s and that it has a 
list of Kubscrilmrs 

Coni/ilion-' — 1 The newspaper should he rcRis* 
tered in the OfIic« of the Post \favtor General 

2 The word ‘Ut pisterod alonff with the regj«tore<I 
number should ho printed just above the adilrcss 

3 The postage should bo paid in stamps 

4 The newspaper «h'>uld 6o posted without a 
cover or in an opon cover or wrapper, at the place, 
where it is published 

5. No other paper should bo enclosed with it 
nxcepl its supplement. 

Piistafjc —Up to 10 tolas in w eight J a 

nxceediiig lO tolas but nut 
< xce< ding 2o tolas j a 

Tor every oihltlional SO tolas 

ofles« ^3 

Parcels 

/Jfltm/ P '1 1 ; — (A1 For parcels not exceiyling 
441) tola* - 
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(B) For Parcels exceeding 440 tolas — 


1 

Amount j 

1 might j 

Amount 

Up to totas— 1 

R& a p 

1 Up to tolas — , 

Bs a p 

4S0 1 


760 ' 

4 12 0 

520 


1 Soo 


560 ] 

380 

840 


600 1 

1 3 2* 0 

1 880 ! 

1 580 

640 ] 

400 

9*0 1 



4 4 0 

1 q6o 1 

j 6 Q 0 

720 

1 

480 


j 640 


Contents — Anything may be sent jn a parcel 
except the following 

(а) An explosive, dangerous, or Sltby substance. 

(б) Any living creature, except Bees 

(c) Gold coins or bullion exceeding Bs. 700 in 
value 

(f/) Opium and such other drugs prohibited by law. 

(e) Any sharp instrument not properly protected 

Note. — A pajcel also coclato only one wntten papeioltbe 

nature of a letter, addressed to Ibe receiver of tbe parcel 

Weight and size — Up to 440 tolas or 5^ seers a 
parcel may or may not be registered , beyond 440 
tolas upto 1000 tolas or 12 seers it must be registered. 
It should be packed in a convenient size ; tbe length 
should not exceed 3^ feet and length and girth com- 
bined not to exceed 6 feet 

Pad.ing . — A parcel must be packed, according to 
its nature, in a reasonably strong case, cover, or 
wrapper, so as to preserve the contents from damage 
and loss. 

Other Rules — ^In the case of a registered parcel 
the postage and the registration fees roust be prepaid 
by putting necessary stamps to the parcel 
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Every parcel mu‘-t be presented at the window of 
the Post Otlice. A parcel found in a letter box is 
treated as a registered parcel, this fee being charged 
from the aodreasoe 

A registered parcel i« dolirered to the addrosseo 
only when ho has signed u receipt for it. 

rirgistratiun 

Object — By registration postal articles become 
more secure, as they pass through the hands of 
special ofTicers under special precautions. Cut in 
ordinary circumstances the Post OHico is not res* 
ponsible for any lose or damage of a registered parcel. 
In special cases the Post Master General may grant 
compensation up to Its. 25 

/’ee.-Tho foo cbargcl for rtgistration is 3 annas 
for each postal article, in addition to (ho ordinary 
postage charge, to bo prepaid by moans of stamps 
alTlzed to the article M hen the article is presented 
at tbo window a receipt will bo given for it. 

A registered article is delivered to tlio addressoo 
only when ho has signed a proscribed receipt, present, 
ed by the Postman, for it 

5pccioI /lc/.nouJiriif/m<nt.— By putting a stamp of 
1 nimn besides postage and registration fees, tho 
Bender of a registered article can got an acknowle^Ig. 
ment of tho correct delivery of tho article signed by 
tho addressee. 

CompiWsori/ /fcf^istrofion— Tho following thing* 
have always to be registered when B«sn\ through tho 
post 

1 A parcel exceeding 440 totaU 

2 An article to bo in«utcd, 

.1 An article containing Stamp*. Cheque*. Hundi«, 
Note*, BilB. “tc. 

4 A prreel which require* ('u*tom* Declaration 
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5 article on which the word ‘Registered* 
mav have been written 

6 A registered article, which is reposted 

7 value pavable article 

Insurance 

OJyect— Insurance nates the Post Ofice respon- 
sible for the lO'S of or damage to an article, caused 
during the cour«e of tranvniKcioD 

Registered letters and parcels, and ‘value parable* 
registered letters and parcel® can be ic«ured at a 
Branch Post Office upto the value of Rs. 690 , and at 
a General or Head po®t Office opto R®. 3,00'’. The 
insured value «houM not ejeeed the actual value of 
the article Under thi® role, fecuritie®, legal docu- 
ment®, papers of value, etc . ere all regarded as having 
areal value 

J’ees— In addition to postage and registration 
charge®, the following are the fees for insurance : — 

Rs a p. 


1. When the value does not exceed 

Rs 100 ... ... ... .. 0 3 0 

Exceeding Be. lOO but not exceeding 
Re. 130 ... .. ... .. 0 4 0 

Exceeding Rs. 150 but not exce'ding 
R® 200 ... - ... .. 0 5 0 

2. After Rs. SOO, for every additional 

Re. 100, or part of it, op to R«. 1,000 ... 0 2 0 

3. After Rs. 1,000, for everv additional 

Rs 100 ... ... .. ... 0 1 0 


All theee charges have to be prepaid by means of 
stamps. 

p/jcKtng — Every a’dicle for insurance tnu®l be 
oarefullv and securely packed in a strong cover, ana 
sealed with wax bearing a private mark, which should 
not be of a current com or of mere line-. All the 
seal® must be of the same kind of wax and mu=t have 
-the same mark. 
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rho a-nount for » lU, an art.nlo 1» insur.d mujl 

ba clerrlj written in >» nda «"<! fiBnt.a on tba Cor er 

The .. Oder s n. n. an 1 a 1 Iroa, mn.t 

or tiiH l«tt-haQd lower corner, or on a 8ccarit.d sill 

fttaXcl . ; the article The article mii,t be 
at the Post OfTico window and ft receipt obtained for it 
i.i r>anriid'le insured for its 2o0orltssis 

yjciitcr//— P^^slman If insured for a higher 

^Siir" .. dal'Vircd only at th. Poat Omre, .ntorma- 
;,on of ita arrival bunc aont tUrooeh a poalm.n 

Tho aendor racei«e- tree of cliarge, an aebnow- 
led Jin^rof delivery, ..gnial by tl.e ad Ire.a.e 

H ."°’"r.rbi';i.e-a"=i:.rnrn":.t°«'. 

rdT^e? r'Lda ^ 

li;;™ rrcltiail on .cconm of n.g'ecl of Po.t 

Ofilce , , , 

No componrarion ... lio»»v«. 
following caeca — 

, Loaa or damage due lo leo.e or Improper pack- 
Miad.l.v.ry owing to wrong or Inrompl.le 
„ erliclo bos been delivered to llie 

3 the receipt tor 11 

nddresseoandhosigu* 

i If the sender fail* ' 

, arising from the nature of an article 
G Loss arisl g ^ prohibited one or some 

" If tho "f „„der or the receiver. 

fraud has been mat® > 



15S 


BUSD;E=;B TPAI^^^G 


Compulsory Insurance — For coins, bnlhoa, jewel- 
lery, currencv notes article® o/ goW or ‘•ilTer, 
m-'iirance i® compuisorv 

If aoT of the«e things is sent uninsured and the 
facts become known to the Po®t Office, it will be 
either returned to tne sender or delivered to the 
addre®®ee on parment of one ropce a® penaltv, cni 
tAe Post Of-ce trill be free from all liabtlity. 

^ alue-Payal»le Articles 

The value pavable (VP) system is verv nsefnl to 
traders as well a® to public, because the buye- pays 
for an article at the time of dehverr of the article 
it®elf or of the relative Bill or the Railway Receipt , 
and the eellei recovers the Talue of the article 
through the agency of the Post Office. 

Letters, Paclcts and Parcels (after being regis- 
teieidl can be sent as V. P. article®, provided that the 
sum to be recovered from the receiver does not 
exceed R® 1,000, and doe® not inc’ude a fraction of 
an anna. 

Peclaraiton — The sender of a V. p article has to 
declare that it i® being sent as the re®ult of a bo’tnfide 
order received by him 

J/anner of porting — ^The article n3U®t bep-e®ented 
at the Post Office wjth the prescribed printed form 
dulv filled and «igned by the sender. 

And, on the article it®elf must be written t — 

(q) In the upper-left band corner, the letters 

“V P.“' together with the amount to be 
recovered, in word® and figures. 

(1) In the lower left-hand corner, the name and 
fall eddre»s of ihe sender. 
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Prohibited Articles — There a general prohjbi 
tion against the eending of the following article® 
by the Inland Post — 

1- Any indecent printing, painting photograph 
card or look , or anv po'-tal article having on it an 
indecent, seditiouc, or offensive marks. de«ign«, etc 

2 Any eiplosive, dangerou®, filthy or noxiou- 
substance 

3. Any sharp insironent not properly protected 

4. Any living creature (except Bee® under special 
rule®) 

5 Gold com or bullion of a value exceeding 
Es. 700. 

6 Opium, cocaine, and other simila" drug* 

AVr— If * por»1 *iac'e « S~tsd lo ep='«ia »cj cf ih' s'nnr 
tbicgi j wiJ be teteroed to the sendei, II n is ooIt S'a®''»c’»d 'o coffa o 
•Beblbi»js,itwil be mukrt »ad »iD be opesed la pr"S^'« 

«! tbe Addressee fct ibe post o5ee li desna&jca. 

Express Oellrerj— Unresisterea letters, po.t 
cards and Book Packet* may be sent by post for 
express delivery, on the following condition* : — 

(1) The words Express Deittery" must be written 
on the address side, or a printed label wsth the* e 
word* be pasted. 

(2) Extra Postage stamp* of 2 anna* should be 
afBx^ to each po*t card or letter. 

(3) This fee and the usual postage mast be pre- 
paid in fulL 

Window DcVlTerj— Any person living wjthin the 
ordinary delivery area (except at the towns of 
Bombay, Calcutta, and JIadras) can have his articles 
delivered to him loo*® at the window free of any 
charge. The addressee has to make a written 
application for this arrangement. A bag furni-bed 
with lock and duplicate Leys, however, can be 
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supplied to till. ^ payment of ils cost and 

a montl.b f. .of Ito I ol. irKeable in advance 

A ‘window doiivuri ticket’ will be t’sutd to the 
applicant and It will entitle him to this service at 
any Post Ofiice 

Late Letters— Hven after the mail is closed, an 
article ot the M<er poU can be sent by that mail if 
presented wuhin i5 minutes, and stumped with a late 
fee at - 

J anna fo. an unroKistored article . 

’ annas for a registered article 
Train Letter Doxes-Letters. cards and Bmall 
nackets may bo posted m Train-Leller if 

Sore IS no lottor-box on the platform or witbm a 
mile of the utation 

If there is a letter-box on the plalforin, the arliclo 
to lie posled tn the Tram Lotter-llox must bear extra 
aiiL anno slo'np as late fee 

JS.'e'l. a ccrtincM. m.J Ik! oMaincJ Iron. th» Po.t 
on, CO a. 

It) It mus Posnitj;.'’ and should contain an 

words ^"'^/dJeTsesin the articles 

exact cop7 articles for w Inch the certificate 

f2)The n«m^rofarti^or^^^^ 

,« rcquiri^ must b articles should 

['ronTiVeS m e single certificate, which should bear 

“ "^rit^hirb: 

'‘"n^dufr who 

?,"','r,.an,p";.n'.l.ccc...fic... 

II 
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fiecaU Ol posted Articles — Inland Letters Cards, 
Book and Pattern Packets, Registered News papers 
and Parcels, while in course of traDsmis‘5ion, can be 
re-called subject to the following conditions — 

(1) A written application niu^t be forwarded by the 
sender to a high Postal or Government authority, 
such as the Director General of Post and Telegraph, 
the Head of Local Government, etc 

(2) Vt ith the application should be sent a statement 
(in a «ealed cover) of the reasons why recall is 
desired 

^3) A fee of Pe 1 for each article roust be 
■paid 

— Fcreign r«gat«ie^ •flicles ol the letlfr rm// aod alio 
registered parcels «h!ch b«se oot beeo despatched from lodia, tsajr also 
be le cal ed 

BedirectlOD— An inland article, which cannot be 
delivered owing to the addressee being elsewhere, may 
be redirected free of charge to another Post Office 
ior delivery to the addressee, provided that — ■ 

(1) In the case of an unregistered article, it has 
not been opened, and has been either returned to the 
postman or reposted at the place of delivery 

(2) In the case of a registered article it has been 
returned to the postman without signing the receipt 

^ — if notice of arnrsi of an aiucJe has been on e gisen to tba 

addressee, it will not be redixecied 

When a parcel is redirected it is charged with 
further postage at half the pre paid rate, for each 
redirection 

A registered article of which deliverr iias been 
taken for the first time, and which has not been 
opened, can be register^ when reposting, free of 
charge 
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Post Restaate — 4s travelters and tourists have no 
dofinito addresseo, article's sent to them are 
addrosaod with the addition of some such words as 
“To bo called for , “To wait arrival", etc They are 
commonly known under the French phrase ‘Post 
Restanto articles (Pron Post Restant) moaning post 
to wait till called for Such articles are kept in the 
Post Office to which they are sent as follows — 

(1) For throe months in the case of the chief big 
ports of India 

(2) For one month in all other cases 

A V P article is kept for 7 days only 

IdentltlcatiOQ Cards— This system has been very 
recently introduced to help tourist#, travelling ro- 
prosontativos of firms, and ether persons who cannot 
easily prove thoir identity in the towns which they 
visit With the possession of those cards they will 
bo able to obtain delivery of registered anJ insured 
articles and receive payment of money orders with* 
out having to produce witnesses as was oftin the 
case now 

(J) These Tards can bo obtained at any Head Post 
Olfico b% literate persons who are well established 
or well known in the place they live 

(2) The card will contain a photograph of the 
bolder (supplied bv him) his full description, and his 
signature It will remain in force for 3 years from 
the date of its issue 

(3) 1 lio/ie for eiich a card Is Re 1 

The Dead Leller Office (0 L 0)— Articles which 
cannot be delivorwl due to lUepiblo or Incomplete 
addresses. «I«o articles which are refuse*! and do not 
boar the address of the sender, aio forwarded to the 
I>«'ad Letter OlTice (at Lucknow tor U P ) of each 
province 

Here further attempts are made to trace the 
receuer or the sender within a certain fixe*! period, 
after which they are destroyed or olherw i«o disposed 
of. 



164 


BUSINESS TRAINING 


Complainls Against Post Olfice— Letters contain- 
ing complaints against the Post Office must be fullc 
pre paid They must be addressed to the Postmaster 
of the office concerned 

If the complainant is not satisfied f^ith the action 
taken by the Postmaster, then he should write to 
the Superintendent of Post Offices of his area Com- 
plaints on matters of special importance should be 
sent direct to the Postmaster General 

Test Questions 

I Name the anieles o( laUod Post, ftod give the rate! of postage 
for each 

3 Suppos* you seed a Post Card With oBly ooe piee stamp on It 
ssbat will bappeit to it at the Post 0£Bce 7 

3 What eaa be the cheapest way of sendiog a Book and a 
Megaaine to a friend of yours 7 How will you pack and post them ? 

4 What » a Book Packet and a Pattern Packet , what things can 
and cannot be sent as such 7 

Give the roles of the nar, and weight of these Packets 

5 UeS&e * Blind Litetawte”, and gist the general rain of posting 
such packets 

6 You have to send a parcel of clothes to a person in Delhi It 
weighs 6 seers How will )ou pack and post it, and wbat will be the 
espense ’ 

Suppose the same parcel is to be s-nt to Cal uUa, will the postal 
expense differ 7 

Can you send throngb Ibe Post Office a parcel weighing lo seers 
S ebataks ? 

7, What IS the use of Registenng an article , what things mint be 
registered 7 

S A Registered Letter contaiDingcuiTeDcy Notes wassent through 
the post, but the notes were lost. Can you claim compensation fiom the 
Post Office 7 What was the correct course to be folloned ? 

9 Does the Post OSce pay compensation in alt cases for damage 
or loss to tniured articles 7 Point out the cases when this 1$ not possible 

le The Postman brings a registered parcel to you addressed in the 
name of your brother who is not at borne Can you take delivery of it ? 

h»t will you do to send It to yoni brother (v) when opened by 
yon, ^61 when not? 
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(11) 1 t*M l^n Umm 
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The ^ore|{;n I’osI 

Tho' UnxQn Ctuntr — An inturnational P lal 
[/nton ha" i)«on o3tabh«htnI fn orcior to maki tlio 
procedure and rates of posta^ro uniform amongst 
tho various countries of tho worlil Tho countrit** 
which have joined this Lnion aro called ‘ Union 
Countries 

Ceylon »nJ Polt 5ie*e laJit aie mclulej in ihe InUnl 

I oil or Ini 1 

'*7orrcspo»ilencc —For pi/rpove? of tho Forolffn 
Post tho term 'corrospoiidonc© moans tho follow. 
InR 

I Tov Ctrl* 1 4 I oiioeM V»pet» (Lepi eivl 

«vmn eff 4I tl 

» Lcltert 

$ Simrlei 

J Itlnlel r*p«f» {lotittlos 

Ho k» »r l V««i r*p<n) 0. ‘IlMI teniur* p«c 1 >ei\. 

Poll Car<IS~International Post CanM sfnftio and 
Itepbi aro konorotiy u«<d for Groat Ilritam and 
other Union CounttiCH Thejr can he obtalnol at 
must poot offices Out Infaii i olnt^lo Post Cards can 
also bo ustd for this purpose, whelhor alditinnal 
stamps aro put on them or not doubtn tho dcGciency 
bemR charRoJ on delivery But on Inlan I Ueply Post 
Cards SI (U Co a forolcn couritrj /«// poslace stamps 
must be aflixed to l»olh haUes 

Pospige —On a sinsJe Porolpn Post Card 2 as 
For Burma -Single Post Card 1 an 

Uoply Post Card 2 as 

LcUers— /’odo /e —(l) For Great Britain N’orthern 
Ireland. l-p>pt and other Ilrltfsh Possessions— 2} 
annas for «acli 1 ounce or part of Jt. and 2 as for 
every next ounce or part of it 
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For Borma— For the first tola ac 

For ererr next tola or 
fraction of it 1 an 

(2) For other countries — 

3^ annas for the first ounce, and 2 annas for ererv 
next ounce or part of it 

Size and Weight — A. letter should not exceed 35 
inches in length, breadth and thickne’s" taken together 
and 23^ inches in any one direction If it is in the 
shape of a roll, it can be 39 inches m length plus 
twice the diameter, and 31 inches in any one direction 
Weight roust not exceed 4 pounds 6 ounce's 

Transparent cr Outtoot, Snrelopes — Envelopes of 
thi« trpe can be sent uninsured to foreign countries, 
prorided — 

1 the transparent panel forms part of the enve- 
lope and 15 parallel to the longest sioe of the address, 

2 It does not interfere with the putting of post 
•office date stamp, 

3 the panel is perfectir transparent and the 
address is quite legible through it 

Such envelopes are al«o u«ed for inland purpose® 

A tte —If postage on foreign letien is nnpaid cr is atS fu'ly ytJd, 
4ooye llie d«6c3ency -eiill be ctiige4 < n^elie-rr •sV cb tut be 

less than ^ centimes id tbe mmtj of the coudUj 

Printed Papers— Printed Papers include News- 
paper®, Books, Visiting Card®, Proofs of printing, 
Photographs, Picture®, Drawings, Maps, Catalogues, 
N’otices and Advertisement®, etc 

Size and Weight — (Tbe same as for Letters) 

Weight, for Great Britain and Ireland, is limited 
•to 5 lb . for other countries to 4 lbs 6 ozs 

— \ siDgle Tolome of a Loci. in«j weigh cp to 6'i lbs. 

postage —I anna for every 2 ounces or part of it 

For Burma— 3 an for the first 5 tolas 

^ an for every next 5 tola® or le®s.' 
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Business Papers —B u' ness Papers jncludo open 
Letters and Post Cards of old datest Legal Papers. 
Deeds, Fi lls of Lading, Inrutces, Documents of Insur- 
ance, Puoil s H xercisfis, Articles for Newspapers, 
etc 

Sue rir?/i IVLt^hl • — (The same as for Letters and 
Printed Papers ) 

Poilaf/e — Fora packet not exceeding 

10 ounces . 3 ^ annas 

For every additional 2 02 orle«s , 4 anna. 

For Burtna- Tlio same as on Printed Papers. 

Sample Packets -They must be tone /fdc samples 
of merchandise, not having any saleable vaUto A 
sample should nol bear any « riting except the name, 
profession and address of the addressee as well as of 
the sender. It may, however, show the data of 
despatch, sho TiJopbono number, the Telegraph 
Address, Code used, and Trade Marks 

Samples should bo placed in baps, boxes, or envo* 
loprs, which may be easil> opened for inspection pur- 
pose* 

Site anil U'eif/Al («1 For Great 
Britain and Ireland sue should not bo 
more than 2X1 x 1 . 

should not oxceci I lb. 2 ox 

(u) For other Union countries sire N the feme as 
for Letters and Business Papers 

Jr> tcciffhl it nugt not exceed 1 lb 2 02 

Po‘i itje — i as for every 4 ounces or part of 
that w eight 

5 an for every additional 2 02 or les» 

(For Burma the same as before.) 



170 


SrSlSEBB 13AI2*J^G 


Hlsed PatLelS — 'I^tztd Pxicl.t*s means tiiat Fns* 
ted Papers, Sueine" Papers and Sample' can h‘^ 
enclosed in the same pacret. 

Pos’ope — il) 2Jtt cortot«s Ptit»ie«s /cp-rs — 

For tie. ■*ri* 10 02 . 3^ annas. 

For ererr next d oi o? less . | anna. 

// It coRtst"? Printed Papers crd Sz’^pltz 

CTily — 

For the ■» 02 Ioannas. 

For erery nest 2 oz- or le's ... f anna. 

tScTa—- A2! pos'»2^ TaDfi b* pttTi&jJ *21 tbes* r^per* Rii3 

packed ) 

Total -treight sbonJd not exceed 5 lb* for Great 
Britain, etc., and -5 5b^. 6 oi. for otbe- Union 
countries 

**Bnod Literature** PacLets 

The*e packeu *r” otibe «io» w'trt as«rp*iae3 aaSbe 

ln1a*id Fcrst. 

Poftopf.— For a pachet not 
exceeding 2 Ib«. in weight _ 5 anna. 

For erery additional 2 lbs, or 
le's. opto 30 lbs. in weight ^ anna. 

Beyond 10 lbs. npto 31 lbs, 3 annas. 

Ivo-x Posace en socb p»-ke^ Toxa* be fcliy jrejtud- 

BeglStratioD— Poftcpe—O annas for each article, 
to be prepaid in ftamps. 

For Spccid .dcfcnt«rZedpne?if, 3 annas more in 
addition to the postage and registration fee=. 

Irtsnrance— Only registered Letters and Psrc^l' 
can be insured, pronded— 

(!) Ther contain Taluable papers and docimeate. 

such as lioles. Bonds, Securitie*!, e*c. 

<“) The ralne to be insured doe® not exceed £40. 
or Be- 003, 
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(3) Tho insured value doos not oxcpi-<l t!ie real 
value of the contents of the letter or parcel 

Postage -To Britisli I’osaegsions and certain 
other countries — 

When the value inaurud docs not 
exceed £12 4 nnnas C pies 

For evurjr additional £12 or part 
of it up to £60 4 annas C pios 

Acl.nowledQment /«.* — 3 annas for each roRistcrwl 
article. 


rorcigii f'nrcels 

DecUiralton ~TI>o sender of a foreiffn 
parcel has to make, for custom purposes, an accurate 
mention of tho nature amt valuo of the contents in 
full detail This is done on a special form obtainahlo 
freo ut anj post ofTiCe, and It is pasted to tho parcel 

Postaoe-^iA) Parcels not oicoedinp 20 ll/s tn 
weight are forwarde<l as mails to a British Post 
O/Tico at the following rates t — 

It* a p. 

Not over 3 lbs J 8 0] 

Over 3 lbs . hut not over 7 lbs 2 12 0 1 Vis 
,. 7 „ „ „ U . 3 15 0 1 Gibraltar 

M II .. . 20 .. C 3 OJ 

(P) Parcels which exceisl II lbs but do not excor<l 
50 lbs (tho maximum weight) may also bo forwarde'l 
from Bombiy througb the P end O. Steam Kavlga- 
tlon Co . at IS as /or each pound or less 

V P ParCClS-Such parctls can bo sent t> Great 
Britain and a few other places, provided the amount 
to bo rocovere<l from Iho addressee, in respect of 
eacii article does not oxceH Us 600 and does not 
contain o fraction of an anna 
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A porting fee of 2 annas most al^o be paid bj 
the seeder of a V P article by affixing necessary 
stamps on it 

^ol-E— The Mo 2 P> Oideifee is the swae as f'Ji ician-^ \ P. 
yarcels. 

Foieigo V P Patcels can be tnstired coder the ri'es te’«.TJrg to 

Jcicracce 


Test Questions 

1 VHhat 1 ! the foreigo rate of p--«age for each c! the fonowjcg 

(3) Pos* Card* . (') Letter* ( f Fnn'ed Paper* (3> Saop'es ? 

t hat u aeac’ by ‘Bcsioe** Papers to the Fcr”3go Fos* , «h*t 
1 * the rate of postage ’ 

3 Give g«Befa] refe* cf s te mod »«»git regtrdjcg femga Saspleii 
•Blind Li eratnre' PaeVen and Pnnled Papen 

4> ^Vhat fees are payable for(r) Kegtsuatioa and ($) Ina-iasee rf 
Foretja ante e* ’ 

5* \oa hiTe to i»ci a Pateet to Soab Afnea , a sresgh* S lb*. 

hat espeose mill be incnrred if r is »*nJ {s) Vo Reytrered, (') Repi 
•ered aod isnred ^ 

6 Can Pareelt be seat otherwi*- than tbroagblhe Fottigr Pop* 
What it the bait of sreigbl la both Cas** ? 

7 n e short notes on — 

A ‘Union Cooctij/ Oiftoob Eortlope*, Mined paeVets, Catfosn* 
JJecIara'iOB, and iBlernatiocal Post Cards. 



CHAPTER VI 

Mone> Orders and Postal Orders 

A Money Order (M/0) ih an order from one po«t 
ofTice to another for the payment of a sum of money 
to a specified person 

The person who sends money by a Money Order 
IS called tho ''liemilter \ and the person who receives 
the sum of a Money Order is known as tho “Pn'iec " 
(\)~lnland Mwnej Orders 

Limit of vnlun — Tboamount of a single mono> 
order must not oxect-d its COO, except in esses of 
The Government and must not include a fraction of 
an anna 

/?rt/cs of Cotnmt9Ston— 

1 01 • «u(n noi «*<«< I'o; Kt. lo 

rxc<.cJin2 I • labui eii <1 «<i)'Sh 15 

LxtfCeUiaj f>s sj bui ou| K». 

Ltc«eiliflj; l>i j3 but IMI ocfolin; K* 50 
rxcacJiti), K* to but ovi (lecciling 
Lxctcilin; Ks. 60 I ut n riMcding K< 

Lxcecdiiig Ki 7 S but nui cxccelin' Kt s, 

I *eee nag lit Sj b,i rictcUo; Ki. ico 
(in I *9 on for Mb«i tan <) 

Ilolo lu si.n</ d M y— The remitter 'iiusl {ill m ink 
a money order foriv (vuppJud frr® bj the post oJhctd 
Riving the amount and name and address of the 
payee, and sign It On the 'acAitf‘tilr'1 ^mfnt portion 
of the form he must write hi' own ad ire«-» toK» tlicr 
w ItU tho amount and the name of the parei On Hie 
‘C’oupo'i’ portion he may «rit» anj mi«sagf hi 
wishes to convey to the payee 
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The form dulv SlJed m. along vrith the =um and 
the commi"ion fee mu«t b® pre-entei at the post 
ofSce 'trindovr and a receipt obtained fo’’ it 

When the moner order reache' the pavee h'* will 
have to sJgn the acknowledgment If he i' ilJite-ate, 
he will put his thumb-nDp'^e'^'ioa m the p’'e®e 2 ce of 
a witne « who will eiga the monev o^'de- This 
acknowledgment is then debrered to the remute- in 
due course 

Telegraphic Honey Orders -When it i« desired to 

send a monev orde-- bv Telegram, the remitte- mu.'t 
write acro" the fo»m Telegraph Ordf^zry," or 
TeUgrfsph £'rpresC’ ac de'ired 
€h arg » — f he cba-ge for such Monev Orde-s js the 
commi'eioa at the u'uaJ ra*e add*d to a telegraph 
charge for the actual number of word* u'ed in adris- 
lag the remittance Be'ide®, a 'upplementarj fee ol 
2 annas i« charged on each Telegraphic iloneyO’^er. 

tp — ^ Teleynphi teste's w Cole TTcr*t Oiaffbeasrf 
la A TeVgisphje moaey orfet 

Indian Postal Orders— It is oalv recentJr that 
Po'tal Orders have been j«sned br the Po'tal 
Department fo-- use within India Thev are of the 


following values — 

Sss. Ks .4 Rs-t' 

Re-I Ks.<> K*. S 

Ki I Kt s Ri- 5 - 

Rs. S KS. 3* Ks. 5 

Rt.2'- R*. 6 } t « 

Rs. 3 Be. 6’- Rs. 10 

Rs.3’- Bs.? 


Broken amounts up to 7 as (without a fraction of 
an anna) can he made up br aSiing to a Po'ta! Order 
ftnv two po-tage stamps 

The poundace or commi«si''n cha'-ged in respect 
c! each orcer i® \ anna. 
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JIoiu to stjn i— Tho por'- ID sendirg a Postal Order 
must fill in ink the name >i the payee and name of 
tho post 0/Iice where It Is to be paid Iiisoiwa\s 
safer to “cross a Po-ta Order, when paMneni 
will bo made only throug i a bank. 

Tho purchaser of the Order should retain the 
counter fill after having fillel in the details care 
fully The counter foil has to be proflucod whenever 
it IS desired to make enquiries in the event of the 
Order heng lost or mis-delivereri 

If an Indian Postal Order is not presented for 
payment loilAtn r rnontA* /mm tAe lait datf of the 
month of issue a charge of one anna will bo madt 

After one year a postal order hocomes value less 

dO—ForcIgn Monc> Ordcri 

(1) Rupee Money Orders — Tin-so are money 
order*, expressed in rupee*, and can bo sent to certain 
lixt^l countries and places only as namH in the 
Postal Guide Itoles are the same as for 

Inland money orders but the rafrs t>/ coniniiision 
arc ^ timet higher Ihm rft .sc chnroeJ /or inlantt 
money orden 

(21 Sterllnf; Money Orders —Money order* «. 
pre*scd in £ * >1 and limiti>d to a sum of£tdat 
one time can bo sent to tho United Kingdom and some 
othtr buropean countru** 

/? ite* <if Cum ’furton - Sot oiceivjmg £1 4 as 

For each additional £1 or less up to £5 .3 as 

A-./ -tt the . . £i. Uc .. I I* f e i f^i oci. 

coR.rMe ssm cl Li I .t ihe rtm. odet the ncr *. ...re 

'3) British Postal Orders— A postal Order is a 

aery convenient means of "ending «mall sums to a 

place In the Urilish hrupire 
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British Postal orders for fixed sums (ranging from 
6d to 21s) can be purchased at most Post Offices 
in places where there is a large Europnan popula- 
tion or a Cantonment Broken amounts up to 5t/ 
(without a fraction) may be made up by affixing to 
the Postal Order unused Indian or British Postage 
stamp*, not exceeding three in number 

Note —The rat* at which Indian fnone> is converted into British 
money or vtf/ frta has to be ascertained from the fo t Office as it is 
often cbangiQS 

Pouniiage — The charge made by the Post Office 
in respect of each Postal Order is called Poundage 
It differs with the amount of the Order as follows — 


Amount of Order — 
From 6c/ to 2s. 6d 
From Ss to 15s 
From 15s 6d to 218 


Poundage— 
anna 
2} anna 
annas 


[Jow to sdrtc/— The purchaser of a Postal Order 
has to fill in the name of the person to whom the 
order IS payable He may also mention the name of 
the Post Office at which the amount is to be paid, 
otherwise the Order will be payable at any office 
desired by the payee 

Note— A Po Ul Order may be * frosseif when it shall be payable 
through a bank only 

The purchaser should also fill in the counter-foil, 
tear it off. and keep it with himself 

Zale Fee— If a British Postal order be not presen- 
ted for payment witbin 6 raontha from date ol issue, 
a late fee at the same rate as poundage is charged, 
and it IS paid by putting stamps to the back of the 
Order 

NOTE^Tbe purchaser can obta n refund of the ealue of an 
unused Br Postal Older (but not poundage) at the rate of exchange at 
which It was potchas-d, on presenting the Order and the counterloil at 
the Post Office of issue 
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The Vir Mail Scr\ 5te 

Tho mcroasing uso >f <ioroplane4 his^ni I the 
PostjJ Department to tran-mit bj^ ajr-routt s ; j of 
tho -irticlos of Inlind ond Foreign roKi* Hh* 
arrangomont h knox^nas thu Air Mail Service 

Lettori, Post Cards, and Packets can bo sent by 
air on piyment of special air moil fees biicJ) articles 
can bo registered They cannot, liowovor, be insur 
ed except for Burma and t oylon Parcels cannot bo 
sent by Air-Mail A bluo labol should bo aflixed to 
each article on tho left lop corner of tho addross side 
Air Tecs — Inland 

(i) For a Post Card 1 on (plus ordinary 
postage ) 

(»i) Tor 0 Lottor or a 

Packet 1 for <-‘3Ch tola (plus 

ordinat> postage.) 


Porelgn 


Count i; 

lr« r«i 
(inelu ■'« et 
Urinsey 

{oxt#ce 1 

L>eitrM mi] 
l» keti (n 

pott:e» 

1 

Rv a r 

n*. a p 

(i) Jlutmt 

Ceylon 

tonoj f«e In I X 

(lO i Orrsi •'x * IftlaoJ 

I Ecjr» V 1 
3 I»le< re»n-i Im’J 

o 1 6 
o I 3 

0 « J 

1 n 6 o 

o » Oj * 

4 All'll* • 1 ! 

5 New Ze* xn 1 1 i 

6 Union or S Aftic* ,| 

7 M 

S lloncWons Jj 


l;ef ere , 7 


12 
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Air-Hail Honey Orders— (U Jnicnd Money Orders 
maybe sent bv air mail, by writiDg the word® “By 
in red mk acrost the form 
Fee — 1 anna for each monev order i® charged in 
addition to the usual Conjmi<«ioD Thi® is paid by 
affixing po®tag6 stamps to tbe Monev Oraer form 
(2) Foreign ^loney Orders may be ®enT bv air-mail 
on payment of an air fee in stamps for each money 
order as noted b^low : — 

The words ‘ By Jir-JlfoiT* mu«l be written. 

For Burma and Ceylon ... 1| a® 

Other countries 6 a®. 

The Bine Label— A. blue airmail label, obtainable 
■free from the Po«t Office®, muct be affixed in tbe 
left hand top corner of tbeaddre®® eideof all srtiele® 
meant for tbe Air-mai! On article® addr«s«ed to 
Foreign countries the name of tbe ptrlicular otr- 
route should be mentioned in ink ju®t near the blue 
label. 

If tbe above procedure is not adopted the articles 
are liable to detention. 

Tbe fee for the air route indicated mu®t te prepaid 
tn full, otberwriee the article •will be seot bv the 
ordinar» roule and not bv tbe air-route 

•\ir-Mail Telegram-Lelters 


A-t all telegraph office® n India inland Telegrams 
are accepted for being transmitted first bv telegraph 
to Karachi or Calcutta and then ported from there 
as air mall letters for countries in the v^e®t or ea«t 
as the case may be 


=ucb telegram® mav be written in plain language 
or code word®. Tho®e meant for countries in tbe 
we®t ®bould have *PaV K4.KACHI' (and if registe-ed 
*PaV R KARACHI)*, after the name and add/e^s 
<^nT,\\arlv, in the ca®e of tbo®© meant for countrie- 
in the E3®t the indication will be *PAV CALCUTTA ’ 
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Charges— Tho charges payable on such tolograin- 
letters are calculated at the inland rates (according 
to ordinary or express) plua the air-mail fee in odih- 
tton to the usual letter-postage If the message is 
registered this fee will also bo paid 

Internal Air-Mall Sers Ices 

The following air-mail services are operated twice 
a weak in connection with tbo Imperial Airways 
Karachi London service — 

U) The Indinn Trana-Conttnentai Air-u-aya Ltd, 
connecting Hongoun Akyab. Calcutta, Allahabad. 
Cawnpure, Delhi, Jodhpur and Karachi 

(ii) Tnta Sons. Ltd .connecting Madras, Hyderabad 
(Deccan), Dombay, Ahmcdabad and Karachi 

(ill) Jnditin Nntional Airweua Ltd, connecting 
Lahore, Multan, Jacobabad and Karachi 

Inland articles, both registered and unrcgisiercKl 
(but not insurd articles or parcoU) can bo transmitted 
bol'voen any two air stations by the above internal 
services In addition to the ordinary postage the 
following fees are charged i-> 

— For Post Cards C pies 

Letter or packet upto I tola 1 anna 

For every additional tola or fraction 

thereof • 1 anna 

Mr Mail lo Ceylon 

\ir mn1 orrcspunUnCf l,rL«|lijn is ImotroCle I br tie Ivinchi 
Colonilntsii iisil KTfVKe Tbe »otJt “loli-CejIon ni.i »ti eo 

The fee chirked o s.f I««» « 
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Air Mail to Africa 

Malls for the Unon ot So>ith Africa Sjdan, Nigeria and Dust 
other parts of \fnca (eacepi the Equator al Africa) are sc ep ed for 
despatch bp air from any aerodrome in /ndia They aie S"e: froDi 
Karachi esery edses'^ay and SattjdaT 

Fefs — For letters and pachets, per * ojoce is as fol o»s — 

ToLganda, Kenya, etc., 7 as. 

To Belgian Congo, Rhodesia, etc , S as. 

To Union of S Africa 9 as. 

On Post Cards it is only 4a< to .ill places. 

Air Alaii to the U. S A 

Air rcBJls for all pans ©f this cocctry are now aecepted at any 
PoSOSeein India foi despatch by the Imperial Airways up o England 
and then fnrbei tiinsmisaoQ by sea toNcw\ci1( The words 
England— U S A ’ must be vntteo on neh correrpondecce 
/'rr;— For a Post Card 5 as. (inclosire «f postage ) 

For a Letter or PacLet to at. per 'a oa. ( a addition to postage ) 

Air Plaits to 5. America 

Airmails ftt almost all the cbitf stales id S Aoenca are 
derpatehed from Karachi by the 'Imperial Airways’ to Bnadm (is 
Italy), Marseilles (in France) and Stotgatl (in Germany) for onsrird 
tnumusion therefrom to destin«uoc<. by the French and German weekly 
temces 


/■/«— Rates of fe- differ for different siates or group ef them. For 
some of the chief slates they are as follows — 




1 i 

iFoi Pos" Cards (inclu 
sire of posuge ) 

1 

^ For Letters and 

Packets— per d* oe 
(in addition to 

1 p^age ) 




Rs. a. p 

Colutahia 

1 



Eqiiadot 


ff as. _ ; 

I 4 o 

Br Guiana 




Peru 

J 

1 _ 


Eiaril 



2 l< O 

Argentin- 

■) 




1 



Chile 

y 


360 

Paraguay 

\ 



Uraguay 






CHAPTER VII 

Poet Office SaTinge Dank^^ 

(And Postal larestments) 

Object — The Savings Basks at Post OiBc=>s have- 
been opened by the Gorernment to enabJe people to 
deposit their email savings and thus inculcate the 
habit of thrift These Savings Banks are not to be 
treated like ordinary banks for keeping ‘Current 
accounts ' The Accountant General can clo«e a 
Savmgs Bank account of a person, if he has reason 
to believe that it is being used for a purpose for 
which it 18 not intended 

r*m« for Deposit — All Post Offices that are 
Savings Banks are open to receive deposits daily with 
the exception of Sundays and Post Office holidays, 
from 10 A M till 3PM WiU 1 P. M, on Saturdavs), 
unless otherwise notified 

IVbO may deposit— Any person mav deposit 
money in a Post Office Savings Bank on behalf 
of 1 — 

(а) himself, ■ (c) a minor, of whom he 

is a guardian 

(б) a minor relative, (rf) a lunatic, of whom be 

IE the manager or 
1 guardian 

Only cce aceoncl cn be opeced fay oae persoa la bis own 
caoe. Minors »od srotneD »beih«T minted or siDjIe eio «!so opes 
aecoant* in tbeil own sames if ibey so des re pronded the saocey 
depcfiiied is their owa property or eareic^ 

X«o or nore persons cscart open a joicl »cco"Et, except in ihe 
Cline of a known firm or partnership 

AtOOnnt Ol Deposit — Ko sum le«s than 4 anuac, 
and no sum that includes a fraction of an anna, can 
be deposited The total deposit in the course of each 
year Urom 1st April to Slct Maicbi should not exceed 
He 750, after d^ucting the amounts withdrawn. 
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AI^o the baUncu tn tbe account at any turn 
not bo more than Ks 5 000, eicluding tht 
for Iho current year. 


’cle~i The tola] anouni ■( one i ejcil may 
hejon i the shove liuiiM, if paif of It 14 (n»e»le<f in Coverani 
cj, f f Cssh Cert 


‘ “ihould 
interest 



* \foney, with inlerelt, is repii I to the person who opene ! the 
account in hii or he> own name , Lot in the ctie of "i/wer,, money will 
nt he repaid, a .fins tit ffnot t/ nmtruy 10 any one eseert the 
guailiini 

How to open qd Account. — Any person wishing to 
open an account has to apply to tho nearest Post 
Office stating Ills name and address, togdhar teitb 
t .0 foiJior B namo and caste (not /or Europesnai lie 
has to sign a declaration form admitting that the 
rules of the Sarings Hank have been read bf (or read 
to) him . that ho accepts them as binding upon him , 
and that he has no other account opened in his own 
name at an^ other Post OfTice. Ho has then to giro 
h|s specimen signature to be kept in the Post Ofllce 
f ly future comparison 

Ak/c — If he 14 until e (0 write he iheuM ePt h>i meih or leal to 
(he (leclirjl) ;n, in ihe I 'eienre fnwiinett »h wi ) « lei il 


Wlicn the first amount has been deposited the 
depositor guts a Pass UcioL. (free of cost) >n which 
entries are inadu and initiaHid by the Putt master 
and also vtamped with thoOflito aoal The depositor 
will have to sjgn a rcctipl for the Pass UcoW 


■pflrdanoifitn' LaJief can open account* in Ihtif 
ow n names, or through thoir husbands (if married) 
or agontfc, who will have to produce a teller o/ 
auf/iorify in the prescribed form, and to sisn the 
declaration that the depositor unler«tands and 
accepts the rules 

Further Deposits — Every time money i« desired 
to bo depositid in the Bank it should bo tak« n or «ent 
to Iho Post Oflici along w ith tho Pa^s Book . in which 
tho amount will bo entered and atamped with thodate- 
scsl. If tho account bo opened at a Branch Post 
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Specimen page of a Pass Book 


1 

Date 1 

P O 
Date 

Amount of each 
deposit 
or withdranal 
(in words) 

Amount 

ted 

Amount 

with 

Balance 

Credit 

- oS 

>934 

3rd Apr.I, 

o 

Deposited lea 

Rs a p 

Rs a p 

Rs a p 
10 0 0 

A B, 

Slh May 

o 

Deposited tweoty 

1 fise rupees 8 as 

2S 8 O 


35 8 o 

A. B. 

3'^ June 

i 

o 

Withdiawn five 


1 

( 1 

30 8 0 

A.B. 

4tb Aug. 

01 

Deposited fifteen 
rupees 

f$ o o 

1 

1 

1 45 5 0 1 

A. B. 


Interest. — Interest is allowed on complete sums of 
rupees at 2% (or 2i% sometimes.) It is calculated on 
the lowest balance at the credit of an account on any 
date between 4th day and the close of the month. 
This amount of interest is added once a year after 
the 15tb June. 

Illnstratlon.— Interest on the amounts shown in 
the given Pass Book would be calculated thus : — 
(Assuming that it is being added on 31st March of the 


following year.) 

Amounts. 


Months. 


Es, 10 

X 

1 

10 

.. 35 

X 

0 

0 

30 

X 

2 

60 

„ 45 

X 

8 

360 


430 



AND CORREsi ONDENCE 


187 


Now intorost on U<» 430fe2porcenf ptr annum 
for one month wilt como to He Thi'^ t-um 

will bo added tn the balance and carried /or'vard for 
next year 


Postal fmesltncnts. 


Cash CertlKcates -Post OfRco 5-> ear cash ceriiti 
cates are obtainable at an) Po»t Oflico doin^ Savinga 
Bank business as follows — 



A»</— The Meoe'iBs lo iK« 

eonJliion* oi ihe rnon-j n »«tei 


The purchaser of Certificates has to fill lit 

and present an application m the preecribtsl form 
obtainable from the Post Office 


Xhe amotint tthoi* n on a Ca-fi Certificite fs pay- 
able ttftPr full five acar« from the date of issue, on 
presentation of tho Certificate at the Office where it 
1, reKlatere.1 The back of a Cortificato hs» a table 
sUdwinR the amounts npayablo b> the Post Odice 
for (lifTeront pino-la after the fir«t Jear But no 
Jnterrat Is paid 1/ »l i- dealrc*! to demand the payment 
« jlhin a year from the date 01 purchase of a certi- 
ficate 
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No person, whether sole holder or joint holder, 
can purchase Cash Certificates of the total nominal 
value of more than Rs 10,000, and be has to make a 
written declaration to this effect. 

Government Secorlties —The Post Office provides 
full facilities for enabling persons to purchase and 
sell Securities issued by the Government of India for 
its loan bearing interest at per cent or more 
This investment can be made from the money already 
deposited m the investor’s Savings Bank account or 
from extra money The purchaser has to fill up 
a special application for the purpose, supplied by 
the Post Office, and mention therein the particu- 
lars of the loan in which he wants to make the 
investment Another application is used when 
It is de«ired to sell off the securities, which must be 
handed to the postal authorities along with the appli. 
cation The amount so invested by an individual 
during any one official year is limited to Rs 5,000 
and the total aggregate to Ks 22,500 

Safe Custody.- If a person has got a Savings Bank 
account be may tender Government Securities, pur- 
chased through the Post Office, for safe custody by 
the Accountant General of Post and Telegraph No 
fee or commission is charged for this work of pur- 
chase, sale, or safe custody So long as the Govern- 
ment securities remain in the custody as above, the 
interest on them is credited to the investor's Savings 
Bank account, and it is also free from Income tax 

Postal Insurance —The Postal Department also 
enables all Government Civil Servants as well its 
own employees to insure their Lives with the Post 
Office There is a Postal Life Insurance Fund and 
Policies, both Whole Life and Endowment, are 
issued for a fixed term The one great advan- 
tage of this insurance scheme is that premiums are 
deducted from the salaries of the Policy holders. 
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Test QiicsUonft 

1 !iV h;ii i> a S*vm£i Bank «tii> ha< ihc ( vtt Ol cc ui n luch 

2 Stale th« general idIcs is tu oho can open a Sai I an.> 
ace int an I what sun t ran he Uposile 1 an I bow ! 

3 [>tserit t tile [itoceJute cl «uh irawing iii*rey (rom a i __i 

Bank— (0 lorseK (ij tufa i at la nssbin laJ^ , anj ( ) lor a njr 

4 Can a Post Offee Samn^ I aok account be iransfcrteil h w 

5 D«s«il.e clearly bow to lit ant r, ftn % Savings Lark 

6 \\ hat is meant by a ‘Dead Account , when Joes a Sirings Park 

account heCQtne i 

7 Do ) lu know how and at what tale (general 7) interett ii calcu 
laieJ on Savisgi lank accounts ’ tsplaia 

S What II a I oil 0<f ce Sarings hank I sti Look, and what ii iti 
im| ortince ■ how is >t enietr I I 

9 1 repaie a ti«i.imeo page oi a I ass i oek with at Iran £re eniriet 

extending over I ve » unihs Calculate intciett on the vsnou icnounj, 
at ih* dole cl tic year 

to W hit ate I otial Caih CenKcates. how ate they useful is • 

mrsni of ineeitment ) 

tl Detcrihe •• many lotrns of loiial Inievinesi ii you base 



CHAPTER Vlll 

Rapid Means of Communication 


Formerly, the means of transport and communi 
cation were verv defective There svere few good 
roads and the universal use of carts and pack- 
animals, «uch as bullock®, horses and mules, made 
transport a very slow and tire®ome process It 
was also most unsafe At the same time there was 
not much of real trade and busmens and it was 
usually confined to only nearbv places It is true 
at least of the dailv business requirements of people 
of those day® This was so because the things 
required for the satisfaction of human wants were 
not only few in number and simple in quality but 
also they were produced or made mostly m the 
neighbourhood of the people 


On the contrary, modern business has increased 
both in volume and variety as well as distance The 
following are some of the special features of 
present day business — 

(a) The market for almost all goods and com- 
modities has now become world wide 

(6l The number and variety of goods has not 
only increased but a good manv perishable articles 
have been included, for example, fruits and vege- 
tables, eggs, fish and meat, fresh milk and butter 


(c) Prices and rates change daily and even 
hourlv in some cases 

To avoid loss due to delay in disposing of the 
oensbable articles and also to take advantage of 
changing favourable prices it became therefore, 
absolutelv essential to complete transactions at a 
moment s notice Accordinglv, some rapid means of 
transport and communication v ere discovered by 
thoughtful people 
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FJrgt of all. the Means of Transport wore Vorr 
Rroatly improved during tho 17th Ceiiturs when 
certain discoveries and ‘•nentitic inventions took 
place 

With tho use of Steam Power for runninc 
nncinos, Haih\ ays and Stciam-ships wore built As 
a result of this, carnage of men and goods became 
many times faster and ensior 

Later on. potrol-oil began to bo used In running 
engines, eo inotor*cars am lorries came into use for 
transporting passengers and goods between distant 
places. 

Lastlj , Mtico tho last Great War wo Imvo got 
tho \or(iplan» s w hn h fly in tho air with such a great 
spoiil that a dist nice which formerly took months to 
covtr (an ho tr(iverse<t now in weeks ond oven 
hours 


Next, electricity gave to tho world certain extra, 
ordinary moans by vshich messagi-. could be sent at 
an astonishingly rapil speed People living at 
(listant places in a country, or even riifTerent 
countries, can now communicate with each other 
m ns short a time ns i« humanly possibto Thiso 
rapid mean* of communication have played ovory 
important part In helping tho growth of modern 

busmi'iis 

The chief means of Rapid Comciunlcailon are — 
(I) Tcligrams (J) Tidephonc*. ond tC) Tho wireless- 
system 


Telegrams may 
pose to deal here » i 


cS iitfroirl fotait <1 the sS- 
■f e * petatr I fhros^ti 1 s 1i'> ^ 

~in they haire tU • l>e^vn I 

he Inland or Foreiy 
ith tho first 


■ aJ A i (/'. 
pv Thoo-h 

I'clj Clr-l 

Wo pro- 


Inland Telegrams 

Tell grams sent to or received from places In 
India, Afghanistan and Ceylon are classed as 
‘Jnlamf ' 
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Qovernmont Dopartmunt^ as wol 1 as husine'<'< firms 
adopt a brief aridross for their tolcBrams It is 
usually printed at the left top of the Letter p'pers 
This address has to bo registered at the Telegraph 
OfTico for a foo of ks 20 yearly or Rs 22 half-} tarly 
payable in advance 


Cbsri^es —Inland Telegrams may bo 'Ordinary or 
Express', the charges for each class being as 
follows 



Late Fee— An Express telegram is accepted on 
payment of a late foo during the hours wren the 
sending, recoiMtig or Iho intermediate office is 
closed Ho J is charged for each closed office " hich 
IS required to deal with the telegram 

CanCelllBg « Tclciram-If the sender of a 
telegram wishes to cancel tt before transmission, he 
can do so . and the charge*, fcjs n/ee n / 4 or will bo 
refunded 

TeleS'sirsl. Ic«»l«l I » It I'lrrsKrii »“' oiyfe 

Ihnutl b? r»Tk« I T b lot Ibe T«IrCf»p‘- 0"«. •f.lo T I ithelu»S 

oe-cf 

Reply prC'pald—lf *ho sender wi«hrs to prepay 
a reply, he should write * R^ty /’n«d' and tbenm lunt 
in the space provUed on the form The** »vurJs 
13 
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Within inverted commas will be charged as only one 
word A. Reply Form will be given to the addressee 
who n ay use it for any inland message within two 
months 

Repeating Telegrams — If the sender <0 desires, a 
telegram can be telegraphed bad. fr im office to office 
on payment of one-half the us. jal cAarye, fraction of 
a half anna being counted as a half anna 

Similarly, if the accuracy of a telegram is doubted 
by the receiver, it may be repeated bv paying the 
charge at the u'=:ual rate for the number of words so 
repeated This money will be refunded should it turn 
out that the original was wrongly telegraphed 

Multiple Address Telcgrams-A telegram can be 
delivered at two or more addresses in ti>e same area 
on pavraent of ordinary charges for the total num- 
ber of words in the body and the addresses, plus 
4 annas for every hundred words in each copy beyond 
the first. 

Stale Telegrams— A.U officials of the Government 
{except those on leave). Registrars of Universities, 
and heads of certain special societies or organizations 
can send such telegram^, provided they relate solely 
to the business of the Government 

The word "State” must be written by the sender, 
and it IS counted as one word 

The charge is the same as for private telegrams 
Immediate Telegrams— Certain Government 
Officials having been specially authorised by the 
Governor-General-in Council, on occasions of emer- 
gency and great importance, can ask the telegraph 
authorities to stop all othei telegrams until their 
particular telegram i« passed It should bear tbe 
word “Immediate” Tbe charge is double that of a 
Express telegram 

Ha! Telegrams— A. Raj telegram is one sent by 
an official of an Indian State on some business of that 
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•stato Such telegrams arc marked 'Ilaj b> the 
sender This is counted as ono word Thocliart.oH 
the same as for pnvato ones but it is paid m kotvico 
stamps 


Grccllnj^s Tetegraus (ircctings and messages of 
congratulations may bo sent b> telegram at reducid 
rates on occasions of (1) Christmas and Now Year, 
(2) Dewnli (3) Id (0 Confirmont of Titles, (5) 
Wcddir gs (6) Birthday anniversary and (7) Success 
In Kxaminitu ns 

Tho chargt is G annas for tho ordinary telegram 
and 12 anna f r tin express, each consisting of rot 
more than MX w r Is as follows J — 

(n) 4 wor N in iheaiidrossee s name and address 


16) 1 word as xondot s name 
(c) 1 word for the message which shoull bo 
solocted from tho list of 'stock phrases given In tho 
Qiiido (Clause 3 *0 B) 

Tach odlitional word m items (o) or (M will bo 
charged at 1 anna for ordinary telegram anil 2 annas 
for 1 spruss In the message itself no adlitional 

word js nllowed 

•3 n r 1 1 « I I (>• t air Ih. ni. I'eiv^lacrl h«r« — 

j-tt Lh n « ' • Merry Chf 'In n snl Il>| ir 

New ^ eai - 

Urir< I'll • »hri f r a'rry 'Irrry \miv 

Lc'ranjRirMn »f , a Hai py \ i. at. 

A lUipy 


'llrany 
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Warmest coDgratulations 

May this honour be the forenmnet of many more 

May God bless the Union 

U isb you a happy and pro perons wedded 1 fe 

Rejo ced Co hear of your soccess Congratutaiions 

Oe Luxe Telegrams— In such Greetings telegram® 
the sender may use his own words instead of the 
stock phrases given above The special instruction = 
LX — (which IS not charged) should be written before^ 
the address A fee of 2 as more is charged in addi 
tion to the usual charge according to Ordinary or 
Express 

Press Telegrams are those addressed to editors of 
newspapers and are sent at special rates (given below) 
subject to the following conditions — 

(1) That it is addressed to or from a Dewspaper^ 
the name of which has been registered with the 
Telegraph Office 

(2) That it contains only news intended for 
publication in registered news papers 

(3) That It IS written only in plain language,^ 
intelligible to the transmitting Offices 

/Vefe —In PteMTclegfams exchange rates and marVet prices are 
allowed at reduced rates 

Charges for Inland Press Telegrams for delivery 
in India are as follows — 

1 Un t No of i I Each additional a x 

Class I wordi I Un t rate | words 


Ordinary 40 

Express 4o 



Semaphoric Telegrams are those which are ex. 
changed with ships at sea by means of semaphore 
signals at particular ports Every such Telegram 
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must boar tflo special instruction SEM (winch is 
charged for as on« wori) just before th^ iddresa 
They must bo expressed either in ©r by 

means of groups of letters of tho International Code 
of Signals 

Tho charge for euch telegrams is the usiial charge 
for Inland telegrams plus 8 annss to bo paid by the 
Bonder when sent to a ship and by the addressee when 
received from a ship 

Duplicating Tcle^raois— Business telegrams are 
usually duplicated that is tno or three copies of 
every telegram are taken before sondlnjj jt to 
tho telegraph oRico Trip/i ate Teleprtm Jioo! 
is generally used for thi« purpose three copies 
being produced m it by moans of Carboij papers 
One copy is sent to tho (olograph office the se 
cond Is enclosed with tho letter of confirmvtmn and 
tho third remains in tho Book for future reference 
[■MUrssiiff Ttiefrsms -<St«vo oHor )hp detpaich 
of a tulogram a letter is also sent enclosing a copy 
or « riting tho actual wor is of the telegram This is 
cilltd a letter of confirmation and ususljj com 
monees with some such words bs — 

(1) onllrnimg our telegram of this date ' 
(s) Wo ««nt lou a telegram at 8 A M to*dsy as 
per copy enclosed 

(3) ' Ue n irwl jou this morning as follows — 

Fxnmple —Suppost »o have to condense tho foN 
lo" mg message into n telegram — I’tom thh Bengal 
Taper Mills Itl Calcutta to tho Art Printing 
Works Delhi W o rcceivet your order No 34 for 
50 reams of siipormr 32 lbs paper yesterhy and in 
reply have to inform you that tho full giiantity i, not 
riady with us just jot WoBliall howev.r take 
onlj a week to supply youlho'vhole lot Please 

let us havo your cl« sr instructions in this regirl It 

» oul 1 appear as — 
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c^ltr 0 


Froa Psj-rr. 


KOT TO 'S^f.TJr BrrfJ Pi'er \ L‘i^ 

TELEGRAPHED' Ctrcu.^ fess.Ce ■»f's. 

The coaSrinatory letter be written as 

followB : — 


THE BENGJLL PAPER MILLS, LTD^ 
Teleg. “Bengal Papeb” Calcutta, 
telephone Ko. 5331. 

Circular Road, 
ColcuttQ. 25ih Ja^ , 19S5. 

Tbe Manager, 

Art Printing Worke, 

DelbL 

Dear Sir, 

"We wired yen to-day as follows t — 

“Can supply 50 Bams superior after a week. 
Await iH'troetioDs” — may further point out 
that 331b'. Superior Paper is cot ready m cur 
«tock in ihe quantity you require but the whole 
lot will surely be supplied in a week. 

Plea'e let u' have your clear instruc'ion' 
in tbi' regard. 



Yours faithfully. 

The Bengal Paper Mill^, Ltd 
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Note — I r nie ) I o\ta t 
ID Ire 1 rero ft** chac ( r 
OtTct one rlv, ,i , mu: I 
>« I uichased at a cott of 3 aniiaa 


»n be ol tuned free frjr 
K\ conlitnifl;; (3 fom I ~j 
«rl ok 




Tc#l Qucsff()n« 

/Jnlanii Telegram*) 

I Name »< many rapil mean* of communication »• you kno» of aal 
po nt out the (lecufiar tiei of each. 

1 How jhoul i « TeleStam be wi I <0 how are w fit c unte 1 7 

3 What are the rule* ol c unlinswotii T'ore* c in a 
(elrcram how n any wuiJ> will be < iudIc I lo etch of the lu owm^cao-ih 

(e) n L Tf aitfavi The S Victoria 
(JJ Krl'hna Swirij » To^ay iw penc* 

(|C L 'fjiumfai E»i Rt. iro 50 fb. 

10 I1/3JC7 O L O-Ot js/sr 

4 VS h(t It a Talectaf l>ic Ad licit 7 flow n n ueNt 

5 What It ihe eht'C* lot telejetmt In each f the f loai » 

caiei I— (if Eipretr, (>) OcJmary. ( > Late lee.lf) Cartel *11; ate rstam 

6 C n feme the following metaace irta a aa aM» le fKiam — 
"Huyefi ftam Dayal an I Sont khorja eft TheV««t\ aich 

Co Ma Irai Dear Siti,— "a aha I -e j leate 1 1 be » pi i» I • ih a « py 
ol your recent price litt (il 0 mie 1» at we loteai a uchin; a ar^- nom ei 
ul low i Iced waichet Iv aa ■ the icriti teniCMi of 1 utcnii arvi the 
Ceneral public We thall deem it a fatout «( you qaoic u» 1 <c ally 

Vetin fa ihfully 

7 Wiic ah irt tioici on— K»| Teftcrairi, 'en-a| h t Tcecramt 
ant Otcelinct Telecrama. 

8 What lo yon know cf'Irett Teleciamt 7 Dcineiafj 

9 What II a Mutffle Addreti Telesiani ' Maw are te cjra-a 

rcpcate I 7 

10 flow arc (dec**"'' '** 
leitcr anl a Iclesrtm ”• connection wi S y j> caoce lii; an 1 erf t 



CHAPTER Vm ~{ Continued) 
Foreign Telegrams (Cablegram^) 

Telegraphic connections mth foreign countries 
have been secured by means of Cables (strong ropes 
of wire) spread in the bottom of the seas and oceans , 
hence a foreign telegram is generally called a 
‘Cablegram * 

Such telegrams are subject to the regulations laid 
down, by the Int^’rnational Telegraph Convention to 
■which India is also a party These countries, 
however, do not accept any responsibility on accuont 
of foreign telegrams 

C)asseS-»There are usually four classes of foreign 
-telegrams — 

1 Ordinary or full rate 2 Urgent, 3 Deferred, 
^nd 4 Daily letter telegrams 

Urgent Telegrams are tho«e which can be sent 
-only to countries specially mentioned m Section 
XXIV of the Guide Th** special instriiction ‘ D 
has to he inserted by the sender before tbe address, 
^nd it is counted as one word 

The charge for such telegrams is double of that 
-for Ordinary Telegrams 

Deferred Telegrams are those accepted on condi 
tion that they will be transmitted after full rate and 
press rate telegrams They are charged at half the 
rate for ordinary telegrams 

Deferred telegrams roust be expressed wholly m 
plain language (see further) which may be either 

French or the language of the country of origin or 
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<hat of the country of flostination This fact is 
donotetlby writing the eppcial instruction <=» LC ■» 
which 15 charged a» one word 

Declaration bi/ the Sender —The Sender of o Dt fcr* 
rod Foreign telegram has to sign on the 'oiegraph 
form a declaration itating that the tert is otpro^sod 
wholly in plain language and is used in the same 
meaning as appears on the face of it The language 
is also mentioned 

Dall^ Letter Tclenrsnis m plain language are 
accepted on any day of the week during working 
hours, and are d«*liTorel to the addressee ordinarily 
on the morning of the sec >nd day They should bo 
written in thu manner of Deferred Telegrams The 
special instruction DLT (which is charged as one 
word) must bo written before the address 

The c/ifirpc for them i« V't «f that for full rate 
tofegrame, the minimum being to the ehirge 

for at least 25 words They are transmitted after 
Deferred telegrams 

Empire Social Telegrams— ‘GLT” Social Tele 
grams eons eying greetings family news or personal 
affairs can now lo sent from ndia to all (■mpire 
countries at the fixei! rate of Its 3G for 13 words 
or less (including the indicator) Each additional 
w ord is chargisl at 4^ as 

De Luxe Telegrams— Telegrams rolatmg to happy 
events or greetings may ho «ont to certain foreign 
countries on an artistic form In an envelope efiually 
biaiitiful The charge i« 4 as rroro in addition to 
the usual chargo for an ordinary, urgent. DLT, or 
Deferred Telegrams 

Notk — j1 form »fe furi'el l>f Trltsup*' 0’‘cei 19 1^ «*e-I 
for t>\ 

Charges — The rates of charge differ for each 
country and can be ascertained from the Postal Guide 
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(Section XXIV) For Eome of the principal countries, 
bovrever, the rates are given below - 


CocDtn*s 


Or- narr 
(per wcirQ) 


Europe- 

United kiEgdom 
France 

Gem-anr Norwav _ 

Italy „ 

'•pain and Poitngal 

Switzerland 

DemnarV 

Belgium 

Hollaed 

K»<31 

North America— 

Canada „ ^ 

USA 

Asia— 

Japan 

Malaya Pesiotnla and S 
‘^dements 

Union ol S Alrica— 
Anstraiia— 

South America— 


4 O 
4 O 

3 o 


kOTE,— For Code teles™™* charse is * ol ibe alio-re Tii*5 for 

countries of ite British Empire, »ad 5 for others. 

Language ol Foreign Telegrams —Cablegrams mav 
be written either (1) m Flam Language. 12) in Code 
Language or (3) in Secret Language 

L Plotn Language is one which conciet-. of 
word", figures and letters gmrg an intelligible 
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meaning, such as English. French, nr nn% other 
pnncjpaJ foreign languag. which should h., written 
in Komar ch iracters 

Each word should not consist of more than 15 
letter®, figures or signs The names of the place 
and countrv, province or district to w'hich a cable 
gram is sent, aro counted us ongle word*, howevt r 
long they mav be 

2 Coite Lantiuage i« composed either of artificial 
words, or of real words nut usid with the moaning 
of the language lo which they belong It may consist 
of both real and artificial words 

Tclcfjraphlc Codes— To save money in sending 
foreign telegrams, Code® have been devi«cd A 
Telegrapluc Code i® compose*! of roil word* or mere 
group of letters, which can bo pronounced but have 
no intelligible meaning Each word in a Code stand® 
for phrases ond oven sentence® These word® are 
mostly derived from tb« principal Eurepian 
languages— English. French. German. Italian. 
Spanish, Protugue®©. Dutch and Latin— and each word 
consists of not moro than 10 letters Proper names 
in Code word telegrams oro allow e*l only m their 
natural sense 

Note — Collet li**e bna < *„ t^e A r C. 

CoiU, ihe 1 «nll«7 f, the Liebcr «, etc The A II C (Jih K.' iir>ni C -'e 
ii mn$l ®i leljr ssed The Ctsle o*eil ii ceoettlly irijic».fU 

»t the He* lincj of purle 1 lectei form® of mow tuurew t rmr. 

The words in tho A. H C Coile lover 25. COO In 
nun her) are arranger! alphabetically, and each word 
1® precedcil by a consecutive nunibir consisting of 
onl> 5 figures 

Thss «ipAn'’e/iro/ arranijfrtrnt p/ each Cnde-icord 
coincides tilth the o/p/in'ieticaf firmni/ecirnt o/ the 
impiirtenf «orii in tAepArasco*- seatence p/oeed nyjinjf 
tAr Code iconf 
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The following extracts from Codes are intended 
to gire the student an idea of what a telegraphic 
Code IS liLe 

Attention 

03416 Affect^is (are) receiving careful attention 

03417 Affecting = win give prompt attention 

03418 Affection =careful attention is nece«=arr 

Februarv 
loSlt Favour “ Febroary, 1 
lo8’2 Favourab!e = February, 2 
Goods 

6500S Globular“Goods were not shipped 
66039 Glomerate“Goods are all landed 
66010 Gloomily = Good» are not landed 

Letter 

214'’o Land^in vour letter of — — 

214‘’6 Landmg^iDjyour letter of- - — 
Remiltance 

3’7o0 Refero = send at once remittance promi=ed. 
327ol Refino — remit the p-oceeds by telegram 

How to use a Code —Suppose we have to send the 
following message to a foreign countrr— 

'Send at once remittance promised in your letter 
jof February I careful jttentton ts necessary 

Pict out the important words in the message * 
they are— ‘Remittance, ‘liCtter , ‘February and 
‘Attention 

>owiool. up in the Code (the above extracts for 
^uf purpose) under each of these icord headings, and 
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find out the Code word> wJ»icb stand furcich af/pry- 
priato plira'Q in tho The codul tikicram 

wiU thon appuur folloAv — 

REFEUO L\ND1KG FAVOUR AFFEClluS 

Tho roc«ivpr of the tolpgrani by con*ullm{; a capy 
of tho sanio Cu io will como to know tho tbsI mo«-<a{;e. 
This eovemo procoss of Ctn/iittn out the moaninfj of a 
coded tftlogram h known as decoJtnu a telejrnm 

Cypher TelOjMinS — aecrocy cinnot bo 
kept when Cahlogrnins aro ritton in Codo word* 
sinco any uno in possession of a copy of tho ‘afiio 
Codo can niaku out the meaninc of the mc<Rago very 
easily Therefore, another method, callod the rypher 
ay^tem of writing foreign tolegrams has bicn devised 
It renders a telegram absolutely sccri t 

A cypher telegram Is composM of cither groups of 
letters or of figures, wliich do not form any intelli* 
giblu word*, and have a secret meaning llut com* 
blnations of both totter* and figures, or of I’laln 
Language Co<lo word*, or cypher* ore not allowed 
in the samo telegram 

Every group of 5 letters or figure* is laken a* one 
word, plus one word for any eices* E\ ery «eparato 
figure, letter, commercial sign, decimal point, full 
stop, etc ( is charged as one complete word Ihit when 
those signs and marks form part of a group, each is 
counted only one letter or figure 

flow to tentf —The telegram should fir«t bo writ- 
ten in Cod« word*, and then It can bo rhangis! Into 
Cypher witli tho help of a K^y word Thi* Is a word 
often different Uttera, (or inerelv a group of ten 
different letters) selectoi by the person* who have 
to erchongo secret message* 

£'jawpf<’ —Suppose the telegram in the foregoing 
illustration i* do«ired to lo turned into Cjpher, 
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with the help of the Lev-word ‘PRODUCTIVE,’ the 
letters of which should be numbered as — 

PRODUCTIVE 

1234567890 

23ow, referring to the Code we find that the num- 
ber against the first word ‘REFERO is 32750’ In 
place of each figure of this number put a letter from 
the Ley word as indicated by its corresponding figure. 
Ve get-‘OBTUE' 

Against the «econd code-word ‘LANDING’, the 
number is ‘21426’ This number will be changed into 
‘EPDRC 

Next, the number against ‘FAVOUR’ is ‘15821’. 
and against ‘AFFECTION* it is ‘03418’ Replaced 
by letters from the key-word these numbers will be 
changed respectively into ‘PUIEP’ and ‘EODPI’ 

Thus the telegram in C5T»her would consist of— 
ORTUE RPDRC PUIRP EODPI 

The other person on receiving this telegram will 
understand the real message by ju^t reversing the 
p>-oce«s The above message m plain lanquage will 
cost Kb 32 3-0 (15 words at 0 13-0) if sent to a place 
in Great Britain , but in Code-words it will cost only 
Rs 2-8 0 (4 words at 0 10 0) 

PriTate Codes— Sometimes, firms having to send 
telegrams regularly to their branches or agencies in 
foreign countries, on a particular businese, compile 
their own codes With the u«e of the'e private codes 
complete secrecy can be kept, and at the same time 
there i® much saving of nionej combined with great 
facility ol business 

Badlo Telegrams are tho«e transmitted to sfups 
at sea (fitted with radio-telegraph apparatus) or to 
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places abroad, through ihe main coast-stations in 
India 

I ho address in a radio tclogram to a ship 'it a u 
(written on jollow forms) should includo 

(a) Name and address of the addrosseo, 

{!>) Namo of tho ship, prefixed by the wor'l 
"steamship** 

(c) Full namo of the coast station from which 
tho tokgrani is to ho transmitted 
Chari^C —For railio telegrams sent to */iips at sei 
IS Id ns per word For hhips of tho Koynl Indian 
Marine It IS b as per word 

(A supplomontnry cliargo has also to bo paid in 
addition to tho a1 ovu charges ) 

Test Qiiesllono 

(['orttga Telegrams) 

I tMisl It a ca' l«'cam ohy <• >1 1» <alI«J ' 

a In whti lan.ga;; > i-an 1 •('•..a be eipteiie I ‘ 

I >plam raeli 

3 rt I lilt a lelegfai Me C<»‘e what pun aie ii»ei il lerve ' 

4 \M II It a cjphe* Telcctan*. how lait ellecit I * It, Inn 
(Itailf >y an t tan 1 1« 

5 Uhtl I. you know ul — 

l.naleCoJct Akcyw.t), Delctiel Telejraiiii, Tl e A II C 
Co'e > 

6 lliw an worJt ountel In Foie jo Telejit it — (<) lliia 
ll) Co le I , I I i>«i.iel ’ 

7 IVten'ic how I ) ote a C<» e 

8 Name the cUtvttol toieigo Telesttmi anl ei,1in c»c^ 
briel’y 

<j Whti are ralio iclesiamt f De«eii*-<< a I ihti yoq know 

to \thtl are Cr-etinga Tclegrifct? Narie Ih-ii rar ely an 1 the 
c n 1 tioni a ] licil 'e <o ea'h. with tatet o( pi'rage 



CHAPTER IX 

TCLEPaONES 

The telephone IS an jn«=trunient that co i liuni 
cates speech bj means of electric ave' It was 
invented in the year 1877 

A telephone ha« great advantage over eve-j 
other means of communication between per'-ons 
Imng at a distance from eacn other It brings 
them practically face to face and enables them to 
settle important matters as easily and quickly as by 
personal talk The telephone has proved of excep 
tional benefit to businessmen, because transactions 
can be settled and manv a point djecusstd wjtb ease, 
rapidity, and at le's expense 

The instrument it«elf consists of two parts— the 
Receiver and the Transmitter , and the telephones at 
different places are connected with each other 
through electric wires 

^inds— Telephones are of two kinds 

(1) Vkall Telephone where the instrument is 
attached to the wall 

(2) Table or De«k Telephone, where it is setup 
on a table 

Connecfionj— The lines of connections mav be— 
(a) Direct, that is. two buildings or offices m 
the same building being connected directly 
(t.) Jnterral or Local that is, connections 
within a town or ‘Exchange Area 
{c) Eiternnl or TVun/.that i=, connection of 
one Exchange Area with another 
Most of the big cities in India have got local 
telephone arrangement® and all the capitals of the 
provinces important commercial centre', and hill 
stations are connected bv Trunk lines 
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Fi-'c— An iipplioition bii to ba made to the Tele- 
graph OfTico for the installation of a telephone, the 
feo for which is Ks 20 monthly or Rs. 192 annually. 
For trunk calls a apocial fee is charged which varies 
with distance and the duration of the call. 

How to use a TcIe|i1ionc 
/O Olrecl Connccfloo -Tho person using the tofe- 
phono should first take tho Receiver from tho hook, 
on which It hangs, and put it to his oar, and then ho 
should bring his mouth near tho Transmitter. A bell 
will ring at onco at tho other place, and somebody 
there to attund tho call should do tho aamo The 
conversation will thus begin When they have 
finished their talk each will replace the Receiver m 
its proper place 

la Local Cxcbani'eCoaoectlon-ro muitv a call, lift 
the Hccuiver of tho hook (or turn tho handle in wall- 
telephones) taking caro not to jerk it. This will con- 
nect you with the Centrot Eichango where there is 
an operator to join connections all the 24 hours. 
Putting the Receiver to your car ask for tho number 
you want to talk with, do not ask for names Koto 
that the number is correctly repeated by tho opera- 
tor. <IH'/ leait With Ihf /?« ccifcr to your ear until tho 
person called begins to speak 

To nuaxcer a <■0//— When your bell rings, take tho 
Receiver off tho hook, put it to your ear, and speak 
at once distinctly close to the Transmitter. Tho lips 
should bo w ilhin about helf-an-inch of tho moutii- 
pieco. Give out your name first For oxample, if 
Rama has ringed >ou (llariK begin thus— “Harl 
speaking . is Ram there t" Do not say "Hullo*' or the 
like. 

Xtir —Vt Bcl iirg In iSe i»»J I'e cl yo*tcort?r»itnn . ifyojd} 
19 you oitl l« iliKonncOed It one fcnun Icortt In phone lo (tt 
»nroe tnlonroiion. Il e olhee thonlt keeji the Rtceitet lo hi» «»t i ohen 
Ihe other teiurni he fhould I n 4 fire 

To close the conversation say 'Good bye' to the 
person and replace tho Uecolver on tho hook cr turn 
tho handle. 
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In Trnnk lines— To make a Tnmt Call nag up 
the Cent’-al Exchange and say “Trank Call,” gire 
out your own number, and then the name of the 
Exchange and the nutiher you want to be connected 
with For example, calling from Meerut to som“ 
body in Delhi, tou mav say “Trunk Cali Mee-ut 
129, Delhi 432 ' The^e numbers will be repeated by 
the operator, and you should then hang TOur 
Receiver A.s soon as the operator ha« obtained the 
required number, he will ring yon up again. Ton 
should then begm your talk. 


The ialoinalic System — The telephones u^ed 



lbe'6 davB give 
cutmofic cOTineo 
fiOTsandth© servi- 
ce® of the Exchange 
operator are not 
nece'<sry. There is 
awheel attached to 
the phone It ha® 
ten holes around its 
border end xa'ide 
the wheel there i« a 
di't bearing tne 
figures 1. 2. 3 9, 

0. so that each 
of them appear® 
through a hole 
Suppose we want to 
be connected with 
2so 5307. in the 
Exchange A-ea 
shall put o J” jndex- 
-figare in the hole 
wh®re *5’ appea-®. 
it will go, and then 
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beiOB done for other GRutes. We shall then bo 
connected with No. 5307 ; and can, of course, begin 
our talk. If the line is not already engaged a bell 
will ring at the phone of the person called, but if it 
IS engaged, a buzzing sound will be beard and the 
operator will have to wait for sometime until the 
person spoken to responds. This system exists in 
big cities like Bombay, Doihl, Calcutta and Cawnporo 
When a Trunk Call is desired to be made with 
the automatic system the speaker has to ring the 
Central Exchange for the required number. 


Pkonoorams —Telephone subscribers may tele- 
phone messages to a telegraph office for onward 
transmiosion as a telegram. In addition to the 
eharcos for telegrams an additional feo of 2 annas 
will bo levied for each such telegram, 


Foreign Telephone Scroice— Teleph onic 
tlons with European 
countries had already 
existed, and now they ^ 
have been extendo<l to , 

Burma. Ceylon and so- / 
veral other parts of the 
world Recently. Radio- \ 

Telephone Service has 
been opened with Groat 
Britain and Ireland. 

..rsrr.n nlhof COUntlteS Tli< Art'jmttieTelfrh''® 

'ot EuroS! C»n.d. , -MU 

u. s. A . Australia, and 
South Africa, 
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Charges for call between India and certain 
principal countries of tbe world are — 


Desor-ajon. 

Fcrlhe fits' 

For ea-h £.■’•’3 
uo-d nuncies. 


Ks. 

Rs. a. 

Banoa 

16 


Giea. Er sia and N Ireland 

<c 





Germany 


16 0 

EfTpt 

io ' 

, 23 C 

S Africa 

75 

SS 0 

AcsMali* 


1 2 s 0 

Catada 

u j 

1 5 

0 S. A. 

1 ' 

5 


Snperionlj of tbe fefepbope.—Tbe telephone j« 
much snpenor to the telegraph, becau'e— 

1. 2fo message has to be written. 

2 Tbe speakers can per'orallf disease matters 
and settle ba«me«s traaeactions, etc. 

3 It is mach <jaicker and cheape-. 

4 It is 3 mesos of educating people m the a'-t of 
talking briefly, to the point, and coart^ou«lr. 

iBStrsctiCEs lor 15.^1 Fbcifs — i Sp-tV dos- tis the tnss- 
tanet, hingif Speih -distiasUr, ^ no* lon^lj 

a. Do ter jwhihe Jwh, cj twis: th- zoti. 

j. A*teii3 a csl] yivzr/lj , do cor say ‘‘Hano"* , air’ h* hnef 
ifi yoortalt. 

4, A]»*r« renj-dtfi the t^saVr cort«ctlj , 2 ! ja 
lt> lh» D J^ctoiT Leara the cpn*ct isetln>3t^cd.tagp^ lo-i- rr.— iVi.»rc-» 
e t 7y50*t)Odd be cdled •‘Do-b.e a-Teo tirodo ble t-ro” 

j. Do BOi cosTcrse "WJJi the opeiatois aad be eo-r'etr-i to thee, 

Record of JlTcs^ape— In the interest ofbjsinessit 
la de«irable that every message or talfcsecured on 
the telephone should be recorded properlv bv tbe 
attendant or oSce clert, and it shojld be filed with 
the general coTespondence 
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Tolophono messagos are (;enerall3r recorded on 
hpocial printed forms a specimen of which Is given 
below 



TELFPIIONE MESSAOE 

Dato 

Time 

From 


■Message 


Ucply 

Vttendant 


The Wireless system— \% uh thedlscovery of Itadio 
wa\ os the iroless broadcasting has begun to play 
an important part in tho lives of almost alt pooplos of 
the world Transmitting stat ons have been e*tab> 

I IS hod At tho principal citi<s of a co intry (at Bombay, 
Calcutta Delhi. Latiore Madras and Lucknow in India 
at present) and by installing 'rocelTing apparatus in 
our homes it I ocomes possiblo for us to listen to ail 
sorts of no«s spetchs lectures rnusic etc I road- 
cast from tho Stations at Gxc<l hours of day or 
night 

Tho broa Icasting of business nows dealing with 
market conditions an i prices Is of special interest 
to tradesmen 

b or installing a Kadio Itoceiving sot a licence fee 
of Us 10 annually has to bo paid to tho Post OPlce 
Test Qiirsllons 

I U h»C i» * tele 'loof ; li » •«*< » l» l*w It-r, f» b ? 
j Sim* iSc k n 1» I r » Sea s snl iSt lyt of toiV" o ». 
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3 Describe la g eneTsJ icm* bow to use * lel'phone 

4. ^Vbat ss oeaot by ‘Exchange Area,’ how 15 a call cade w2',b 
this hind of conDection * 

5 Soppos' yjo are Jirmg *n Lahore aod waci 10 phone to a 
person in Calcutta. Is it posable . how will ycra get connection ’ 

6 What is meant by ‘antomanc conaeciicn’ ’ Explain. 

7 hole the points to be observed in using telephones. 

6 How will yon heep recotd o( a rerhal trantaction a-'{»ed oath*- 
phone ? Is the record at all nece s sary ? Give an example 

o AVnie a brief ntre on the ‘Ulfele»s tysletn’. 

JO. \Vhat do yon hoow of the ‘Foreign Telepb-ne Semee ? 



CHAPTER X 

Dupticallng Method* 

Moilern hii*ino*s Is built oo the foundations of 
advertising It is neccasarjr not only to bring to the 
notion uf the buying public the merit* oi a newly 
manufacturcyl article but also to keep constant touch 
with the cdstomera of an old evtabiishof firm. Com- 
petition in business has grown very keen and every 
businessman tries, naturally enough, to ovt-do 
his rivals Advertising Is. therefore, resorted to 
both through the newspapers and by means ofeir- 
fular letters, prices currents, market reports, special 
o^ers, etc., etc 

Although a printing press Is the best place for 
getting printed any number of copies of an ordinary 
matter, } et business papers are generally not printed 
at « press owing to the following reasons 

1 A printing prisa Is more expensive if only a 
limited number of copies are re<)uirod. 

2. Proof«correct{on requires special knowledge 

3. Secrecy cannot le kept. 

4 A printM letter lack* personal touch, as the 
same letter i« meant for esch and every sdiresseo 
without distinction. 

5 It often takes much time. 

Still, boa e'er, if the numWr of copies required 
is 'eryiargt alien the matter run* into several 
pages, or a here coloured pictures. dUgranis and 
design's have to to shown, the Printing l*re«s l« the 
only place to gel the work done. 

To obviate most of tho di/^eultie» poin/ed out 
abo.C, therefor., ‘om, other rroeei.ee here beer. 
dovfsfJ by "blch builoeia papers can bo tnuUipHed 
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almost entirely in the office within a short time 
The chief Duplicating Methods are — 

1. The Manifolding (or Carbon paper method) 

2. The Hectograph (or Gelatine method). 

3. The Mimeograph (or Stencil method) 

4 The Multigraph (or Composing method) 

5 The Lithograph (or Stone-writing method). 

The Hanlfolding Process— How to use Carbon- 
Papers has already been explained in the lesson on 
'Methods of Copyttia L>eliers * In combination with 
the Typewriter Carbon Papers are an excellent 
means of duplicating business papers 

Carbon papers are of serera) colours— purple, 
blue, black., green and red They may be 'single-coaled' 
or 'double coated,' the latter being used only on 
occasions of special need 


We can turn out on the typewriter about a dozen 
copies at one time, if the sheets of paper as well as 
the carbons are quite tbin Ordinarily, however, not 
more than six copies should be attempted at a time, 
repeating the process until the required number is 
reached 

Process — Take five or six plain sheets and inter- 
leave them with Carbon-papers, care being taken 
that the coated side of each carbon sheet faces the 
paper which is to reretce the impression, Xext, feed 
them carefully into the machine, and before beginning 
to type^gee that they have all been inserted correctly. 
Then type out the matter jo the usual manner. 


Thi® method .8 quite useful when the number of 
copies required is about 30 to 40. 


AV/c— For farther delul* the irfcier u r-ferreJ to the Ie»oa oa 
‘Mkaifoldiag* la the aaihoi’i THEORY OF TVPElVRITlNG BoA L 


The Hectograph— This method, known also as the 
Gelatine Process, though oid fashioned i* both 
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fiirnplo anfl ch lip It i<» verr useful for prfwluclng 40 
to 50 cot of an ordinarj pcn.writton mattor, or of 
small ftktttcPLs an«) drawinirs ItJs just sorvjcoabla 
for a <iiiiall 1 u«irM<'<s oflico Friendly and other associa- 
tions clubs and uocioties generally make uso of this 
process for iirinttiig notices of mootings, programmes, 
etc 


Neces^riru A metal tray, some golatino, and 

a bottle of iloctograph Ink, are ail that Is required, 

Prorem — The gelatine Is first molted by placing 
it in a small tin box in boiling vsator It is then 
poured into the niotsl tray which is placed in cold 
water In this way the gelatine spreads out forming 
a smooth firm surface 

The writing Is dene on a glaicsl paper wjtb the 
hectograph ink (It may also be t>pod wjth a 
hectograph ribbon, ilde-irod) Tho written slieot is 
then piacfd, facingdoan. on tho gelatine, and presserl 
over evenly The gelatine suck* off tho Ink, leaving 
tho pajor nearly blank Other sheets of paper am 
then placed, ono after another, on the gelatine and 
tho whole suf/aro is pressed lightly with a soft 
rubier rollor or merely wjth tho palm of one's 
hand 


A///— Now howeifj th- h»t b^en S') r'lisftf t iNil tl h»i 
Clio m- l( I sn I co)t« i li b altesdr la l’'» of s 

»Hc(i <0, oth rimufUee 


Tfic C’Atnf) ‘7/ofc— Hpcrntly.fn place of the gelatine, 
a kind of slate moh* of China clay has como into 
general use This slate has the quality of al.sorl Ing 
ink and it works just like the smooth surface of 
tho gelatine 


(I e tUlf <>'ns I 1 

( tf*'e n( iSr C'* 
(jl H .11 th- in 
,t I «r<-lf 1 IV t 

{ , tfit ftr<» ^ t • 


pt * <a n fsiit>e-t, tV t.'fi s d( ihc i;,', |n« er 
S— * t «dh • », no;* snl •it-i vtir, (I) Jri>r 
l-nroP'*. ooerst, ii 1 r* r>* p*! .tvI cnol, ! 
,*-f • ns r»» r,e«o sw 1 17 .nf ei'-h, trv 

ml-t.V j'lVwn -s c» >nio ir.l iS- »Val» 
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The Facstmo Huphcator—Smce the work of the 
gelatine process is always unsatisfactory more or 
less, it is being replaced by a sort of machine 
called Facsimo Duplicator The matter to be 
copied IS written with facsimo ink and then 
transferred to a specially prepared substance fixed 
to a rocking frame of the duplicator Papers to be 
printed are placed on the printing surface, pressed 
and removed mechanically This process enables 
about 80 to 100 good copies to be produced and the 
work IB also much superior 

The Mimeograph — Bv the Mimeograph or Stencil 
method about a thousand good copies can be obtained 
from a single stencil It js highly serviceable for 
biK businesses which have to issue very frequently 
circulars, market reports, prices currents, etc 

Things required— (1) A hard steel pen, called the 
Stylus or St^le , 

(2) Wax sheets or Stencil Papers , 

(3) A steel Slate or a , 

(4) A tube of Stencil Ink , 

(5) A bottle of Stencil Vornish , and 

(6) The Duplicator 

Process — The main ^ thing in this method is the 
Stencil, which may be ‘cut* either with the Stylus pen 
or on the Typewriter 

(q) a Hand stencil is prepared by writing with 
the Stylus, (without any mk, of course) upon a 
wax sheet placed on the steel state or the ‘file* 
At the end of this steel pen there is usually a very- 
small cogged wheel, which makes fine cuts into the 
wax sheet according to the movements of the hand 
(6) A Type Stencil is prepared as follows — 

The first thing is to clean the metal types of the 
Typewriter, and to remove (or to stop the action oO 



AND CORRESrONDENCE 


21 ? 


the ribbon Tb^n arrange properly the stencil paper 
and the tissue and backing cheets, and feed the n bole 
carefullv into the type machine, so that the tissue* 
sheet is in the front 

A’elf —I The imuc sheet w meent to receive Ihe imsll periclei 
'’f K IX struck nul by (he in*^ leht e (he t>«elirj<i* sheet teti M « hail 
surface and alto pre«en>t eieavinc <*f Ihe wax iheet. 

2 The work o/ (ypjn^ oa( (he «na(fer thuall thea be doae fatKr 
cxuliourly tf any iriKaVe i> made in (ypin: or a create farm<rl in (he 
wax iheei ii ihuuld he collected by applying the biencil Tirnidi on to 
(he aflected placet. 

3 Signatures on & type cut stencil are n-ade by laying the liesuc' 
aheet over Ibe wax sheet aod wri ing the name wilh lie siylui. 

i’rodueiion o/ copies -When tlio stoncil is ready, 
copies may bo produced with it on one of the two kinds 
of apparatus— (1) The Flat Duplicator, (J) The Notary 
Duplicator 




The Flat Dupllcalor— It Is usually a wooden box 
containing a hard resting slate, a printing frame, and 
an Ink-board with a rubber roller It is titej as 
follows - 


Stretch and clamp the sttncil in the printing 
frame and place a plec* of blotting paper under It on 
the hard elate. StjoeMo a little Ink out of the tulv 
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on to the ink-board* and passing the roller back and 
forth several times spread it evenly. Now, pass the 
inked roller over the stencil thoroughly until the ink 
comes uniformly on the blotting paper. Remove the 
blotting paper and place instead plain sheets of paper, 
four or five sheets at a time. Pass the roller once 
firmly on the stencil, and lifting the frame take off 
the paper each time it is printed. Go on in this way 
with all the plain sheets. As soon as ink gets faint, 
pass the roller over the ink -board. 

Xelt — 1. To dry the pnired theeu qa:cUy, specully in (be wet 
Mason, a Drjing Btai o%±A. It »s made up of thin blcpmcg 

papers. As copies are printed they are placed between hs pages, ^^^hea 
full, the bo''lt ts press^ iindeT a weight or ra the Jrna pres*, if one is 
there, till the sheets are ijuitedry. 

a. In *o»e Daplicaton, <• /,tte Red Seal IJnplicatoT, the printing 
frame js fitted »rh a which acts as a protection to the 

rteacil, and enables a greater aneber of eopiw being prodneed. Agtia, 
this frame miy be self-lifting, that is. eaeb time tee roller is paned 
tbe fnme rites hy itt*lf. A large acDbof of sheets are placed sader 
the frame and remored one by ooe as tbe frame rises at oeee after each 
paning cf tb* roller. This aataraTly qniekens the wort cf pnnticg copies. 


■Ratenr duplieato* - 
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drum, spreads ink. On tho outer surface of the drum 
a hnon ink-pad is spread At tbe right of the drum 
there is a handle by which the machine i*, rotated 
The Ste iciJ (specially made lo he used on nuch 
machines) is attached on the outside of tho drum 
InV IS supplied by another roller from inside. The 
papers to be printed are placed on tho feid board As 
the handle is turned each sheet is pushed in It is 
gripped between tho roller and the drum, and passed 
on printed to the other side nbere it falls into a 
receiving tray. Thus 50 to CO copies can Lo printed 
per minute, and from a single Btena) ahour 5,0P£» 
copies are possible 

«>Th« tbove ■> * **rj 'ItKiip’ion tn I sprliei 

eioitlT i9 the nukei «( Duplitjion Ortit inpfO»«trerti esre 

tecenlljr been mk<i« Tenl«rine th« miehiee i«lf iiktns, xKfeclje; kr 1 
ttlMijinc They klio 't<e *1 ecu tod ceuec the 

number of iheeci printed A;i«io, (he ro«(loA e( <he ne« locU ct 
iiuplickinr* can tw red'^'n’ed br • ir«< e ot bjr eleoos boioi On Iheie 
miehtnei the ipeed o( »otk >•, ol e«u(*e, «e(y c»e»ilr Inemied. 

Tlio Ccslelnrr 



SrIJ InkiBf kn-l S<!' fee Iib; IKf i i st 

The MulUfIraph —Tho Multlgraph or Type-setting 
method Je, so to say, a small printing press for private 
ueo It has several advantages over other methods : — 
1. Its work H iust Hko a type 1 matter, but far 
moro superior to It. 
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2. It IS better as well as cheaper than that of 
a printing press 

3 Any number of ortgtnals, not copies can be 
produced 

4 Corrections and alterations can be easily 
made 

-i It is faster than other methods , copies are 

" counted in the machine 

6 It can be worked by any person knowing a 
little reading and writing 

Ne\ ertheless, one point that should be said against 
it IS that Us initial cost is rather high, and so it can 
profitably be utilized only to a big business bouse 
where duplication work is much and too frequent 

description and use — We shall here describe the 
Gammeter Multigrapb On the left half of the ma- 
chine there is a revolnog supply drum, containing 
metal types On the other half is the printing drum 
There ere also two type keys, one for composwg or 
getting the *ypes, the other for distributing the types 
back to their places 

As the supply drum is revolved, an indicator points 
on a bar to letters and figure' By depressing the 
‘setting key the desired character is earned on to 
the printing drum Thus each line is composed 
letter by letter A ribbon inches wide and IS feet 
long IS wound round the printing drum over the face 
of the types, and the machine is then ready to print 
as many copies as required With each revolution of 
the drum one copy is printed The ribbon moves on 
gradually, and as it grows faint pressure is increased 
to keep the ink uniform. 

With a little practice about 300 copies a minute 
can be turned by hand , and 500 copies or over with 
self feeding and motor drive arrangements. 
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The handlo is fitted with a C2/c/omef^^^hi4^'l 
counts the copies as each is printed — 

A’jf/— V I rej la> pnntioj in*«c*l of ihe iil»bon, an mV pi<l ot 
a Inert inVinj i I er ii uflen naM I tectne typet and other Rjlei of 
tjrpe* «n all 1 >«r ui— > >f >o ticnRvI for et‘mpi‘, rrhen pnntJaj o°xce 
f rmr, iri\ it»i m ar li ete 

When work is finished, each character is sent 
back, to Its proper place in the supply-drum by 
doprossing the distributing key 

The latest models of multigraph machines are so 
built that they not only duplicate letters but also 
print the signatures and addresses, both on totters 
and envelopes, in the vame operation 

The LllhO^raph —This is a process of printing 
from a rpecul kind of stone, which has the quality 
of retaining both water and grease It ts tareely 
used in India for printing Urdu and Persian scripts 
Drawings, skolchos. maps, and manuscripts of ranoug 
sorts arc cheaply and quickl> proiluced by this 
niothod 

/MiiJe— The writing or drawing Is efToctediUher 
direct on the ston* witb a fatty tnl., or it is done 
first on a Transfer Paper and then transferred to the 
stone 

— The Ti«nifef Tepre •» •Sitwl of mjs* 

fne^m lot Ihi» put} i I ot »ny hijhlf (Uie I wliiin; pejxt w II » tj J» 

After the writing has come on the atone, its 
surface is Wipt moist with a damping roller, and 
priming ink is applied fo the writing with another 
roller The Ink adheres to the fatly written psrrctlid 
not to the moist surface A sheet of pap<'^l.'* th 
placcl on the stone and presset over On ru ,aa 
the paper a copy appear# on it 

Any number of copies can be printed in this way, 
since as the ink gets used up It is supptle<l again 
with (ho roller. 
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Precautions . — The following points should be 
carefuUj' noted *• — 

(c) Use always fresh ink 

(6) Touch the Transfer Paper only at the corner® 

(c) While writing, place a blotting paper under 
the band 

(d) Drawings, maps, etc , should be pencilled out, 
before using the mk. 

(e) As soon as the writing is done, transfer it to 
the stone, and begin the work of producing copie® 
the same time, if possible 

Printing Outfit*— Ivov-a^ajt cany Jucdi of criotitg apptn 
ics hare teen pla.c«d oa 
tbe caiVet, vnb «bieh 
ordinary bnaness pap^n 
can b« dirphcated in tbt 
office. Ibey costata 
finally nbb*r type seu, 
or type* aide of snae 
Ugb: neut 

The aattet u coo 
posed by baud on a 
Kooden frame erhieb is 
ifibed iritb a bnssb or 
pad dipped in inlc. 

Copies are prodneed by 
placing sheets cf paper 
finder the frame and 
applying necesary 
presscre 

At best they may be called toy pticlicg presses, and can be cti laed 
to some adractage by thps* bc*mess bosses wbicb caDsM .JScrl tot.s* 
any one of tbe otb^t meibods and oacbines desmbed above 

Test Questions 

j. ^^ba’ kinds of bnsjse^doccmet's bare to be dapbca'td, and 
why * 

a. Name the ranoes methods employ'd in l5n<ia»'S oS-es for 
‘cnltip’yiEs’ copies. Why ar- they snp'nor to a Pnnjn g Press ? 
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3 A fir II t aM 1 C9pie> of • notice lu lie t'ni o the 

cuitumcri VMi*i lu| Iic4liiic inethiii)i wodU / pa jcrtiininen I. jo I nhf ^ 

4 Whit n hi. Iificrcnce between f— 

(I) A K iiiry Ceptet tnl k Rot«(| Duplleil'^r. 

(^1 A Mit I>»[)!ie4(or (Rri « Hatarf thipticttat, 

(.) A Huinf DapUcAlot ani a Matli'eayib. 

(/) A Ueciu^nph and a Lithocf^C** 

3 W hat la a ‘ Muhi£nph‘, «pb/ II ft klio known it » t/pe irlunp 
piocets I l>e>i.iibe cleitty <li oae 

6 3^hen>■* Lllhocnph apeclal^f ok/uI { Jo /ou knowhow 

lowotV with II ? Deaeitbe. 

j Ciicfnliy iniljrae the m*fif« «nl Jefeett of e»ch cftheOvnIi 
Citing meihixlt )eu have leamt W'hfth ft the beat, and fotwhat 
fceaooa ? 

h. DcMtilw how yoa wlli <Iar>l''^fc leiieri with the Sirneil 
rroeeti 

9 lluw ate copiea o' uinel With the <>«UtiAe rrxei* f Mention 
the lalett imjioveirem* «i!eet»t In thu mtihot. 


15 



CHAPTER XI 

Time and Labour Saving Appliances 

The importance and value of time was never better 
understood than in modern busmens Efforts are 
now being made to do the greatest amount of work in 
the shortest space of time and with least labour And, 
fortunatelj enough, mechanical appliances have been 
and are being invented to aid us in this respect 

Besides the Filing apparatus and Copying and 
Duplicating machines (de«cribed pr6viou«ly) a number 
of mechanical appliances and devices are being more 
and more made use of in office work, of a business or 
financial nature They have been designed mainly to 
speed up work by saving time and labour as much as 
possible Some of the machines and appliances that 
have come into common use are described below — * 

1 Type Writers — Everybody, who happens to 
read this book, ts expected to have at least seen a 
type writing machine These days, nearly every 
business office, worth its name, must have a type 
machine Even private persons po«sess and take 
advantage of this very useful machine 

Typed letters are not only very neat and clean 
but also require less space as compared with hand 
written letters They have none of the defects of 
bad hand writing 

Most type-writers contain a very useful device, 
known as the Decimal Tabulator, with the help of 
which long amounts and money columns can be 
typed easily and correctly (Read this in the A-uthor s 
Theory and Practice of Type writing , Book I ) 

2 ’Book keeping Machines— Such Type writers 
have also been invented and they are being much used 
in some of the advanced countries, especially in the 
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United States of America, by banks, insurance com- 
panies and Oovornmont Offices 

These machines are specially designed to facilitate 
the work of ledger posting Tfio best known ones are 
the Rtmingfon and the Dutrougki 
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3 Calculating Machines 



Tiir Comptometer 


They Can add. subtract, 
multiply and divide 
They are u«od for typing 
long columns of figures, 
the result of which Is 
correctly typed by the 
machine Itself The 
keys work ju«t In the 
same *a} as In an ordl 
nary typo-writer, Vuit by 
thomoTing of a terer the 
total or the balance N 
typrdatonce The Coerp. 
fomefrr and the Daltn-r 
are the most familiar 


examples and they can perform all arithmetical work 
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4 Invoicing Mncblncsaireu^ed to prepare invoice" 
and statements in their be«t forms however elabo 
rate The Elliot Fisher is the well known example, 

5 Billing Mschlnss — Thev are u®ed to perjorcte 
the amount both in 


words and figures on 
valuable document", such 
a«. Cheque" Bill" of 
Exchange Promissory 
Notes, etc , in which 
thereis much chance of 
the amounts in ordinary 
ml being forged 
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times Otoe nnd aro used for numbetiUK InTolcoj, 
receipts, end other impottant ni„„„,ary documents. 

7 Att Addrcssttfitapb-Tht, pr,„„ 

gftficircsscs on cnve- 
Jopos, There are 
soToral rnoEcs of it, 
<ho followinc f>< tho 
lirief (Je<crjption of 
one of them 

Addressee of 
diflerent customers 
aro ofiRravcd on 

The ADDitFssiNO Plate rlates, 

(t7..d 0, eu dddreoprepA . 

on a tra^ nzcAl to tho machine. Erti lopes are fed 
into tho machine, end on turnlnf; a lover, the 
machine taU<s up each plato, prints on the 
oiuolopo. and t lien places tiio piato in another trajr 
on the other Nido Any plato not reQUjred can be 
skipped over V thou«and addresses per hour 
can ho printed by working the machine v.lth a 
iradlo 



It M lerj serrlceaWo Jn those offices whoro a 
largo number of regular customers have to be 
addressed fretiuently. 


8 Dictaphones — In thosoblg buslrosses «h«ro the 
biisv otTieial does not find time to dJetste lotlort 
to the correspondence eJprV, during working hours, 
these machines are ose>t to dictate letters at other 
odd hours 

These machines are built on the prlncpte of 
gramopliont" There Is a mouth piece attaclx^toa 
revolving wax e)lmdeT. The letters are spoken Into 
the mouthpiece an! the cylinder records the Impre*. 
eions of tho soun<fs Afterward* the typist fires 
the cvllnder on another machine and b\ regulating 
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the speed of the sounds either takes down notes or 
types out directly on the type machine. 

Some dictaphones are connected to type-machines, 
having a special mechanism for the purpose and 
they type automatically as the dictaphone works. 

9. Tide Recorders — These are clocks of different 



OOT Cardt Cerds 

TreTIMC RtCOXDI^C Cloce. 

[See /ie Jn end Omt Cards.) 

shapes and designs and are made use of in big mills 
and factories where hundreds of workers ere 
employed on time-wage system, for which exact 
time of arrival and departure of each worker must 
be kept. 

Each worker gets a card marked with a serial 
number. When be enters the works he pushes his 
card into a slot at the base of a big clock put up near 
the gate. The time is printed on it He places the 
card in a drawer meant for the purpose, and when be 
leaves the works, he repeats the same process with 
his card as before. Tbeir wages are calcnlated 
according to the number of hours shown by the 
individual cards. Those who come late or work 
shorter hours suffer fines on their wages. 
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10 The Cash Register — This machine u<efHl in 

Sales Dapartment*), whera 
cash memos are issued to re- 
3 **** bufers by salesmen 

fyf "iJi ^ This machine prints the 

I ‘‘i I i rp " 7^1 amount on the cash memos , 

J — . *y • r?_ and also k.eeps a record of 

■ each amount on a roll of 
paper locked Inside it It 
also goes on totalling; the 
amounts as thoy are recorded 
so that at the end of the day 
THE Cask register the manager or proprietor by 
looktnR at the total can ask 
the salesman to account for 
so much money raec(«'ed 
from the customers It not 
only does away v. ith a Cash 
Clerk, but alio prorifes 
useful record for Ivak keep 
ing purposes 


(Seethe amount enfeu 
fale/l 


IJ Dallhi Slampt— In nearly 
every office stamps and seals are 
used for putting down dates and 
numbrrs on lellers alatements, 
accounts etc 

The necessary figures dates 
and names of months are rngrav 
ed on revolving chains of rubber 
Py moving thp«o chains the 
rofiulresl numlnr date, etc, are 
brought together The atamp it 
first prossal on an ink pad and 
then pul on the paper 


DATING STAMP 






Staple Machiae 


Pancblng Hachfne—It maLes two neat round 
holes in papers for being threaded together, or for 
insertion in a Flat File 

13 Scatlog Uschloes are used to put wax seals 
on letters and parcels xery neatfullv ThevEave 
much time and avoid unnecec^ary waste of wax. 

14 FoldfcS Hachlnes— In an earlier chapter it 
ba« been pointed out that neatly foldeo Jettera always 
^iieplav the good taste of the sender of the Iette*6 
Jfow, in certain bueiae«B offices ther have to send 
out at times tbousands of letters of the same size, 
the folding of which would be a long and tedious 
ta«k Machines have, therefore, been b Jilt to do this 
work, and they can fold letters properlr at a speed 
of about 61) papers per nainute Thev can make 
different fold' of a p3p®r, or uniform fold® of different 
sizes of paper' 
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1 7 Ready Reckoners sod Tables— In those 
offices where 
most of the 
worl. consists 
of calculation, 
multlpHcatjon, 
averages, etc, 
of monetary 
and other 
sums, these 
devices have 
proved very 
beneficijl Printed t^b^es are hung up in the office, 
and thej are referred to whenever any calculation 
IS desired to arrive at Tables of multiplicatfoa, 
dailv pay or wages ond Interest tables are most 
commonly used 

Cll*»T •ilOWl>Q TOTAL KUHSCk Of DATS fkOM DNt DAT OT AST 
mosTti TO iA«« OAT or ast oriit* mosth 



JSflUATT 

>etri*tT 


M»tch 
Apt 1 
'Uy 








j>* j 6 »*5 »»5 Tisl l8» J5i ITS 9> 6i 3 
r' 3« 3* *7^ **3 **5| I'* i5j «»3 V* 6i 
•> li V* »7J »4J »>» |8J »5> 1** 9* 


$3 jt I'S Jt3 3*4 *’4 *4J »t» «« I5» 111 

‘s *» 3’ J*3 Jl« 3^4 »rj *44 »'4 »*» »3» 

i, tj o> }i JOJ 335, S'^ *73 *43 »” i3* 

■ 5 >1 9« ei yi 365' J3* rj *73 *41 si» 

,M tyj WJ 9*1** 1« J 3*5 33* 3M 173 *43 

111 |A4 *53 i*y ** *4 3* 3*5 3)5 3^ *73 

n JI4 1 S 3 133' 1 ** 9 * Hi 37 s ' 5 33* 3*>4 

,73 J 45 *14 |S« I5J 1*3 9 * 61 )i 3«* 35$ 

3TJ »’$ «4 ai« 183 I5J l*» 91 61 J'S 
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Test Questions 

1 / }i3me some 'labour sod tune savings mscbines and devjces ? 
Wbat need has led to their iniruducuoa lo bustaess ? 

2 Descube the nature and use «f — 

ia) Calculating machines and {6) Book*keeping machines 

3 Hon are addresses written on envelopes m big modem 
bttsroess offices ? Descnbe 

4 t\bat IS —A Punching Machine, A Stapling Tool, A Sealing 
Machine, and A Read; Keclconer? 

5 Eaplam how amounts and figures in valuable doenroents can be 
prevented against alteratiuo ? 

6 Descnbe the nature and nse of 

(a) A Dictaphone , fi) Tune Recorders , and (r) A Cash Register 

7. Which IS the most useful Time and Labour Saving Appliance 
ID y<JW opiffM® ? Vtfcess 



CHAPTER XII 

I'urciiate an<t Sale of Guodt 


When bu'ine'ismcn have come to know of the 
various kimJs of good^ Ihrouch the different methods 
describ£>d in liio last chapter, and their sources cf 
supply, they would neit settle certain ttrma and con. 
(fitions, before agrcoinc to buy or sell actually. In 
trade it Is very iioce«ssry, therefore, to have full and 
clear understanding on the following points relating 
to goods— (nl Nature end ^ qual ity ; (6) Cilcea-: 
ie) Vacldtig , (d) Time, place, or manner of Delivery ; 
(«) Time and mode uf Payment. 

( 1 ) Kind BDd Quality -There are a cumber of 
things which, though apparently the same, differ in 
quality. Others which are known by the same name 
or brand are of varylog shapes and sites to suit par. 
tlcular requirements Again, good* of the same site 
or design are sold by different makers and they 
differ in the material used m them. Some are more 
durable and costlier, whilst others are cheaper though 
lighter and lo«* durable. For these and other 
toB'ons It 1* essential to know the exact quality of 
the thing tli«lr»?d to b« bought, and the foilowiug 
terms are used to express It : — 

Sample or Pallern — a Sample h a part or portion 

of the good* and serve* as a specimen of the whole 
Raw produce and a good many food *tuff« and other 
things are sold by 'ample, e < 7 ., wheat, sugar, tea, 
coffee, wine*, medicines. Inks. etc. 


A Patlcrn l* a «peclroen of manufaeturei! article*, 
such a* cloth, pnr*'^. leather, etc. It 1* meant to show 
the texture. de«ign, or shade of the article. 


When goois are sold by sample or pattern the 
iniendmc buyer need not inspect lb* whole of them 
a* the seller guarantee* that the goods In bulk shall 
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be of Ibe same quahtv as tbe sample or pattern 
shown Samples and paftems facilitate trade vetv 
greatly 

Type IS a standard cample representing the quality 
or nature of cereals and food stuffs when thev are 
sold ‘ lo arrive*^ e g , Aostralian wheat, Java sugar, 
American Cotton The type is taken from tbe earlier 
crop and the standing crop is guaranteed equal to it. 
In roost cases when tbe produce turns out inferior to 
the tvpe an allowance settled mutuallv or bv 
arbitration, is made 

DeserlptlOQ includes the nunher, trademarl ^ or 
design of certain goods by which they are generallr 
known and distinguished from others, without show- 
ing the ‘samples or “tvpe 

Things sold by description nust conform *ode*crtrr 
tion, otherwise the buyer can reject then, even if they 
are equal to the sample 

A Trade Hark is any distinctive mark or device or 
name put on goods to indicate that they have been 
produced by a particular maker or manufacturer 
A number of instances can be cited of familiar trade 
m^rks, and most articles now sell by distinctive 
trade mark®, which act as guarantee for tbe genuine- 
ness and quality of those goods 

Examples ‘Vcon pencils "Swan' ‘ Blocl bird 
fountain pens, 'Elephant’ kerosene oil, ‘Ciefa Lan 
terns, etc etc 

(2) Price IS the sum agreed to be paid in exchange 
for goods, and it is calculated at so much per unit 
ID number weight or measurement In mo«t cases 
other charges, n addition to tbe mam price, are 
included in the terms, which are exulamed below : 

Loco Price means the price of goods as fhev he 
at the place of manufacture or sale It does not 
include arrr charges for packing carnage, etc These 
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charces havo to bo paid by tho buyer and thev aro 
added to the price of goods and shown 5n the Invoke 
M Station price means that tho price includes 
cirtane to tho nearest railway station (or the B\a.UoTi 
ment?oned) but not railway freight, which should be 
paid by the buyer ..... , 

P n n -(Free on Dali) denotes that the price 

I 1 »hn exDonses of carrying tho goods to the 
bIISS Sulion .i>d of loodiog Ih™ into the 
“ ns In other words, it means that tho goods 
'"‘ifh .eoi to tho Stolioo and loaded Into the 

Will bo sent JO ino ^ ^ ^ Deitmattan. 

rnelS’.lt.o r..iwo7 froteht to tho et.tlon of de.tl. 
nation 

P o n o (Free on Ooard) means that the price 

'^■”.11 axnetjxes ol putting the goods on board a 

“.to Thne » »'« ■=»?■ """ 

lei to port, ond tho loadme choree. 

PAS (Free along Side Ship) means that the seller 
J all charges of sending the goods up to the 
r,di o“f tL "h.l".f'er ntoh the buyer mutt .rt.ng. 
tnr thuir being put Into tho ship. 

' r&F (Cost und rreldhl) elsnines th.t the price 
f r,. the cott of good., c.rri.g. to port, lo.dlog 
S'd:.rtocr.rg....ndth.lro,ght to the po.t of 

de,t.n.t.nn ,j5„ratltc nod FrclJhD-Such . 

Cl it («!'■ ^0^ „,„„oned to the C. & K 

J'rl". '"•“r'"’” '■ 

ntononnee.! 

Franco. r“'; „f .ending the gorf. up to 

covet" .11 pc IJ " luy.i. It 1. tho. in.de up of tho 

tho pl.co V'” l.B„+c.rti.go + lo.ding eimn-e. 

price of goo<l"+ |ej^(^.ynlo.ding nnd clearing 
+ ln.nr.oce-tce + <' fh. godovrn of the puich..er. 
charge. + C...v,reta., .I.ei. 

»ivl OackJjf*. 
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In-Bond Price means that the price does not 
include the amount of Customs Duty payable. Some- 
times goods liable to Customs Duties are stored in 
the Government Ware-houses at the Docks, and they 
are allowed to be removed as and when Duty is paid. 

Duty-Paid denotes that the Customs Duty has 
been paid by the seller and so included in the price. 

A’«V. — The l»st sereo terms are used in the Foreign Trade. 

(3) Delivery. — It is usual for the buyer to men- 
tion the particular mode in which goods should be 
despatched by the seller whether by carte, train or 
otherwise ; and also the place at which and the time 
during which they are to be supplied. In the absence 
of any express terms it is supposed that the buyer 
will take delivery of the goods at the place of the 
seller and on payment of the price agre^ to. 

As regards Slods Of DcIlTOry it is to be noted that 
when the buyer has mentioned a particular route or 
carrier, the seller must follow the instructions. In 
ordinary cases the seller should adopt the usual 
course and the delivery to the carrier will be taken 
as delivery to the buyer. 

With regard to the lime and place of delivery the 
following terms are in use 

Pronipl Dellyery means that goods are to be sent 
immediately or within a reasonably short time. 

Prompt Sale means that the goods are to be sold 
and their price to be paid on a fixed date, which is 
called the prompt day. 

Forurard DelUery denotes that goods are to be 
supplied at some future time ; for example, goods 
ordered in July may be delivered in October. 

To arrive means that the goods will be delivered 
if the ship which is bringing them, arrives safely. 

Free overside— This term is used when goods are 
cold “to arrive'. It means that the responsibility of 
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BoIIor coancs as soon as tho Koods have left tho side 
of tho ehip, and. thoreforo. tho buyer must hinieolf 
erranKo for a bar^o or I oat to rocoivo tho goods and 
bring ihom to tlio ilocka 


Spot Delivery signifies that tho goods are ready 
at tho placu rnontionod and can ho dolkored at onco. 

Carrlai^c Paid or Free Delivery moans that oxpen- 
80S of carrying tho goods from tho place of tho seller 
to that of tho buyer are to ho (or have been) paid by 
tho Bollur 

Carrlai^c Forward or Carria^o lo Pay means that 
the buyer will ha\o to pay tho carriage uxponsos of 
the goods 


Cx-Ship denote* that the goods are boM free out 
of the Bhip. that is the seller is not responsible as 
soon as tho goo Is loaro the side of the ship, and that 
tho buyer must himself arrange to clear them 

Ex Quay means that the goods win he dellrered 
after thii> liavo londnl on tho wharf or Quay, and 
tho charges for rumoring thsm from that place will 
haro to be borne by tbo buyer 


CX'Codown Of rX'Warehonse moans that the pur* 
chaser stiouM make arrangements for carrying the 
goods from tin godo«nof tho seller. 

Sbiptncnl or Salllnif means that gocxls are to bo 
sblppwl on a vessel during tbo month name<l. c . 
“January shipment * ro« an* that tho vessel carrying 
the goo is must sail any time durin g January. 

Sort The l»» * 


» **^1 In Fortijn Tr» If. 


(tlPajmcnt- Although payment for goods pur* 
rhased is made according to the Custom or practice 
nroTaiUiic in a particular place or fora psrtlcular 

trade, the following terms Indicate the rariition In 

.v.« .inniint tlfflo, and manner of payment If 
Jolhlng Is agreed then payment shoul I be made at 
the Hire of purchase or aale 
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Net or Nett means that no deduction for discount 
will be made from tbepnceof goods, at the time of 
payment. 

Prompt cash means payment to be made within 
tKO or three days after the delivery of the good®, 
without any discount 

Casfi, Net Cash, or Beady Cash means payment 
within ten days from receipt of goods, without any 
deduction 

C. W 0. = {Cash with order) means that cash IS to 
be sent along with the order for good«- 

C. 0. D. — (Cash 00 delivery) denotes that the price 
of goods IS to be paid at the time of delivery. 

Spot Cash sigQihes that payment is to be made 
just where goods are bought. 

S per ceot. Prompt signifies that a di^^couat of 5 
percent v,ill be allowed if payment is made vithtn a 
few days after the delivery of goods. 

S per cent lor Cash means that 5 per cent. di«' 
count will be allowed if price of goods is paid within 
obouf o tceef. 

2 per cent, within a month means discount at 2 
per cant, will be given if payment is made icifAtn a 
month 

2 per cent moalbly means that discount at 2 per 
cent will be allowed, but account must he settled 
every month. 

3 months Net signifies that payment maybe 
made within three months, but no discount will be 
given 

Prompt cash, less 2 months denotes that if pay- 
ment IS made within two or three days, interest for 
2 months (at the market r-te) may be deducted from 
the price of goods. 
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Cash against Docamcnls moans that »ho price of 
the goods IS to lio paid on doliTory of tho shipping 
documents (Kxport Invoioe, Bill of Lading and the 
Marine Insuranco Policy) 

Documents against Acceptance (D/A) means that 
the shipping documents aro not to bo handed over to 
tho buyer till no has accepted tho attached Bill of 
Exchange, drawn by thoaollor. 

Documents against Payment (D/P)— It means that 
tho buyer of tho goods must pay or honnur the accom- 
panying Bill of Exchange before ho can got the ship- 
ping documents. 

JViif — Tlie li« Ibtfe «-rm* •« tued lo Foreien Tf»J« 

Discount IS an allowance or conce-sion made to 

customers by merchants at a certain rate per cent 

There arc two kinds of commercial di*count— 

(o) Cash Discount is on© given on tho prompt 

paymentof adabt. or paymool«lthm a fixed time, 
or before It IS duo 

sunjojc you have bought goods worth 
Its mTels 2 per cent in a month. The seller will 
accept its 490. to clear the account any time within 
a luonth 

(M Traill Diicoiiat 1 . on. .llo» on tl.o prlco 
of mod. u.u.MybJ nholo..lon..rcli.nt. to tot.llor, 
U vSne’. from 2 por coni to 55 nor cent occordtnn 
“ m.iom on 1 n.tnto of o.ch n.rtfcnUr tr.do 

A, a ceiural practice, it i- always shown in the 

■"°( 5 i‘'lUl.lns onclo.fni: ItnnJ' in cbc.l., 

(5) 1 acwioe, Pf p^ckagc3. Small 

cases bales baRt . jjj The obKct of 

i:rc'k"ni:“" p 

1C 



242 


BUSI^ESS TBAI'flSG 


course of transit as the earner is not responsible if 
goods are damaged due to fanltv or insecure 
packing Therefore, special attention should be 
devoted to packing goods rarefully 

LaliElIlnS. — A.n address is generallv vrritten on the 
cover of a parcel Very often however printed 
tables showing the name and address of the seller are 
n«ed The address of the buyer is written on this 
label and it is pasted to the cover of a parceL This 
act IS known as 'labelttng a parcel 

Klarking — When goods are sent bv rail or bv sea 
certain marks and numbers are sometimes put on the 
parcels, instead of the name and address of the 
receiver This is called 'mart ing a case or parceL 
The following are a few specimens — 



New \ otk 

Weight of goods IS expressed in two ways — 

(1) Gross tceighU which is the weight of goods 
together with that of the case, bag, or Iroz, in which 
they are packed. 

(2) l^ei Weight js the weight of goods only 
Tare means the weight of the package withm 

which goods are enclosed, and the term is also used 
to denote the allowance, dedaction or abatement 
made from the gro's weight of the package 
Tare is accertamed in five different wavs — 

Beal or Actual Tare is found hv actuallv weighing 
the package before packing the goods 

Average Tare is ascertained by weighing a few 
packages and then taking the average of the whole 
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This method is followed when packages are numerous 
but of uniform size. 

Customaru Tore— In particular trades when the 
packages used are always of some uniform weight, 
then a fixed allowance Is made for the weight of the 
package on the gross weight of goods, e.g., kerosene 
oil tins, gunny bags for sugar or rice, etc. 

Estimated Tare Is one which is calculated and 
agreed to at the time of sale. 

Super Tare is an additional allowance made when 
the packages exceed a certain fixed weight. 


Draft or Wasle is an allowance on the gross 
weight of goods o^er and above the Tare. It Is 
granted by the seller to compensate the buyer for 
the goods being damp, mixed with dust, leakage In 
handling, or In respect of tome inaccuracies in calcu. 
latlng the Taro. 

Tret is an allowance which used to be made for- 
merly on certain articles of trade for damage in 
transit, or for dust or sand mixed with the goods. 
4The usual rate was 4 lbs on every 104 lbs.) 

TiMflrfg {q the allowance for leakage or evaporation 
made from full measure In bottles or casks con- 
taining liquids- 


Condition* and Warranties 


The bujef of 


when ofieiit'C ' nuehires, anl U* \ tr nrr 

th»l Ihey . c 10 IS, TTrr-"«s'’- « " “ 

•nlth ye ijj, teUli*: «» «he i»'« cf ttfila 
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tract. The breach of a « arran^ giTCs the other party the f fs i 
d 3 ini£ei only, faufoot to reject tb* goods. For Jn^a'oce, if the Kibboas 
tnectioned above, were aarranted ascolonred fas.acfl it turns out on 
actual use that the colour fades away after sotne tune ibeathe buyer 
may have them either replaced by better ones or have some reducuon 
allowed in ibeir price. 

Thus on breach of a ‘condition by the ^ber t be buyer may repudiate 
the whole eon fact or he may claim only damages or be may do bt/h. 
On breach of a 'warrao y”, on the other hand, the buyer can only claim 
the damages. 

Implied Conditieni and Warranties — According to the pnne p'e 
of Cr rat £m/iltr [let ih iuyrr (>ntare) ibe general rule is that ibe 
buyer must loolt to the qialny and fitness of goods. In the absence, 
however, of any eaprersed stipolalion by the beyer and the stller, the 
law taVes regard cf the following implied eondiUossand warraniies.— 

1 Aaimphed coadmoo that tbe seller ha* the right to s»l] the 
good* of which he u the owner 

2 An icaplieJ wimnif that the toyer sSall bar and enjoy full 
po*se**ion of tbe goods be has bbnght. 

3 An implied warranty that the goods «ha3r be free from *ny 
charge of a third ntny, net declared to the buyer at the tun* of isle. 

4 Sale ty san/tf^lo the ease if • J^lt bj sfBpie tb^te «.aa 
implied condiTjoa — 

(e) that tbe buTV shall cone<pond with the samp''* to ^ntl ty , ('1 
that the buyer shall have a reasonable npponutuiy of cooparngfhe 
bulb with tbe aample , (ffihat the good*. be free from asyd*-feei 
and they sh*ll be of goof ii>erchai).able quality fG M Q) 

5. Sale DesertfUen — In Ibis cas- there is an in^il ed eoaduen 
(a) that the goods shall correspond w lib the descnption , and when sold 
by description and sample both, they must com-vpond with the viiaple 
as w ell as the desenplJoa , {IJ that if bought by desTijaioa and without 
cram nation they shall be of good m-rchantable quality, (J where 
the buyer makes known to the seller the particular purpose for which tbe 
goods are requ red and relies vn the s'l^ei’s skill Rod judgment, tbey shall 
be reasonably fit for that purpose. 

Eights cf Ibe Seller —Besides the pr miry right of requir ng the 
borer to accept the goods he has agr*^ to buy and to pay for 
them the agreed price, tbe s-ller can etercii.e the following furher 
Bghts — 

1 rf Lt'ei—lf th» goods are ttt,] la poss*vsjon ctf Ibe 

»=ner he can cier ise this nghlatti keep possess on cf the goods on-*er 
fte following circums-aacet. tiU be has received the paymeBt— 

(3) ITheielhe goods hare been wH wi bcu* any sUpulaiioa at to 
iftdit. 
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T±:»ia»EFEjr of d»EiBjes ta whi'-b th- bsrei is eslnltd is is 
esluai'ed loss d.r^Jy sni EsrunBy »nRisgfr~3 the s»L«* brenb ci 

Test QaeEtioDS 

1. “In tie p_feh»s* »ad nle rf go^s celtin teras s-e es«^. 

Win! do liey gencrtllj to ? Gire fc* lets' fwu lec^s o' t**i 

cltss. 

2. How IS lie qn*li7 tJ goads g»s»rtlly known or d“scni^ ’ 
Esp’iin. 

3 VTitt IS a Trade MsA , what pnipos* does a strre ’ Ivaat 
Sara* /crsiher Trade Jifarta— /ndiaa or Fo'-jgn. 

A. Wist do each of tie icnas (in ptirs) deno*- - — 

(e) Loco and Statjoa it^iT OR and T- O E , (r) O i F and 
C. L i. F. {/> 2b Bond aad EHry Jhud 

5. D-SUfigush between lie taeaiuag each cf lie pt« of t rr^ f •.— 
(«) Pr a ap * Deirerfy, Proeapt Sale, (f) Forward DeiTtrr, Ddrre'y 
to amre, ( ) Fr-e Oretside Fiae Alotgade, (,> Smi Psjt*?, &• 
sbp, and {r) Ls*^tty . £x Godewa. 

€. Explain tie oeaamjs of tie feSoaing — ^etCatb, Ff o sp g 
Cash , C W O , C. O D- , I’d per ctai. ©on'ilT , one tsoai Jse* ; 
froapl Cash, less os* sotci. 

7 Wha’ diS*i*nee do yoo draw .n lie sens* c£ li- faUoamg word* 
wies tir'd in eosnecDoti w&i Packicg ef goons : •> 

Bag, Sales, Cares. Ch*fX Cra'cs, Tint, Eae^ EcndJes. Gr»T 
esanspVs Iheir oun ect m-s. 

S. Esplain —Tar*, Tiel, 0~tf and Ullage. 

9. Wisl i* UjseoCJt ’ ?»aste and esp'aia rts tmda 

so. Explain lh“ S"OT* and ise of — tE.. E. £. OE, Fr** 
I5eliTcry , Carnage forward. 

11. Wha'are "rtraditions^ and ‘"warranJes* appjnaile lo lie 
jrtir*has* and sale of goods ’ Gir* examples. 

12. TTT-ff i< ?Twan; jjf taf-M-S eoatnixs and warranj-s’ I»s&* 
ti* thief onei 

15. Whal oiScien-E doTOn bo*» *a tie frcscf of a condrjon sad 
that of a wairaaTr ? Espion tdearlr 

14 . Osss 'y and «xp''ainl*i”*'Tflie/l/i**r erf Frw fjw --f a Bct-t j 

and of a Seller. 

15. Wnj shori ao*es on — 

(c) iJ'n, S oppag* in Ittss. • Re-ssle . end Acnc^ for IH.~$ges. 



CHAPTER XIll 

Oullino o{ a Trade Transaction 
Chief Commercial Documente) 

t, ^ „,T.Uin«l in earU<‘r chapters the general 
Having o p Tradoand the nature and mean- 

«onl.t.on. rehlms to the 
ing of van , » -j, wo now propose to give 

purclie-*" e treJo trensectlon lllustre- 

•tSl nec"' ety letter, end term, of other 

'*°'orle"n »< sfransactlon-A. “ .n'"''”' "j* " J 

origin oi a ^ to purchase certain goods, a 

written to one or more merchants or menu- 
letter is i thorn to supply the prices of their 

Lr«/ ete “et! o- »' " 

generally enclosed . u j, not a rule that 

In modern ai„ayB with aQ 

B tran«oction “ f,on, the buyer Manufac- 
onquirj. "ritten o and whol^esslo Mor- 

turors try themselves to Jnfluenco the 

chants very VJ... attractive catalogues, or by 

buyers by and nu “tations The foilowing 

making spoci* documents explaine-l «ith their 

are some oi 

Bpecimens - . ^ market prices of goods. 

A Prices Current IS a regular eustoners 

1„„<A >>? oI Prtry. iS rl- or f.H ■< 

It .l’o«» „ui?.tloi. v.ry ottrn d.lly n.«i- 

';ryr'r'.ronuio.orh... ..of prior. 



248 


BUSI^ESS TEA1M^G 


It must be noted, however, that a mercbatit 
issuing a Prices Current is not bound to sell at those 
prices since the actual market prices of many an 
article vary from day to day 

(Specimen Extracts from Market Reports) 


Calcutta 'tiarkels 


Sugar 


16tb July. 1930 


The market was steady and prices ruled as 
follows — 


Bs a p 


Java M bite Ready 

8 10 

0 

t, bteamer 

8 9 

6 

„ July— Sept 

8 9 

0 

Java Brown Ready 

8 0 

0 

Gold 

English Bar 

34 15 

0 

Mint Bar 

3o 10 

0 

National Bank 

34 12 

0 

Leaf Gold 

34 8 

0 

StUer 

Silver Bar. Full 

46 7 

0 

,. portions 

46 11 

0 


Ilapur Gram Market Report 


Hapur. July 1930 


Me'^srs Mukat Lai Madhusudau 
issued the following market report — 

Rs 

Dayal have 

a p 

Peady Wheat 

3 

2 0 per md 

Kbatti , 

3 

0 6 

„ Barley 

2 

0 6 

, Peas 

2 

7 9 

Future Bhadaun Wheat 

3 

5 0 ., 
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A Price LIsI is s list or book sho»ring tho deiinite 
pr cos of goods reidy for fsIo TheAe oro tho prices 
ot which a merchant is prepared to sol) his goods, 
and they seldom ri«e or fall In a short time 


Specimen IVJce List 


PIIICF LIST OF Tii^OKS 




To BE HAD OP 




TItf 1 ducatlonnf Hook Co « 




Kashmir) Gate Lahore 




1 nglisli Literature 





Ks 



Am /(/—Selected Ffsays 

2 


C 

Hoeoa— F««ars 

1 


0 

Dt / enj— V Tale of T«o Cities 

1 


0 

f’fl/ffraie— Golden Treasury 

1 

0 

0 

f?Hs4ia — Unto tho Lest 

1 

12 

0 

Ltc etc 


etc 

History and I’olillcs 




d c/on— I cclures on History 

9 


0 

'lediosol Furopo 

9 


0 

fisAcr Napolcen 

2 

14 

0 

Oarilin>r Students History o 




Lnglan j (3 \ « Is ) 

IS 

12 


History ofModorn Furopo 

7 


0 

I- ir etc 

etc 

__ 

__ 


A Firm Olter and Refusal —A Firm Offer is an offer 
or proposal msdn by one merchant to another asking 
him to liiy certain goods ot o oiivn price trifAin o 
^iica pcrioi/ Tho same goods cannot le sold to any 
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one else until tbe proposed buyer has either refused 
them or tbe time has expired 

A Subject Olfer differs from a Firm Offer xn that 
it IS made to serveral prospective buyers , (“eubject 
to the goods being unsold" ) words such as these being 
written in the offer This means that the earliest 
buver will hare the chance of being supplied with 
the goods 

Specimen Offer 

21« Sadar Bazar. 

Delhi, J 2 th June, I93i> 

Messrs Harnam Das & Sons, 

General Merchants, 

Atnrit«ar 

Dear Sir*. 

Beferring to out quotations of the Stb met , 
we now beg to offer your firm, subject to our 
receiving your reply before 12 noon, tbe 16tb 
of June, 2 doz each of American and German 
Lanterns at Ks 14 and Ks 12 8 0 respectively 

We believe you will avail of this opportunity 
Tours faithfully. 

The Union Trading Co 

A Teoder or Estimate is a written offer to supply 
a given quantity of certain good^, or to perform a 
certain work at given prices and terms. The docu» 
ment containing the prices, terms and other condi- 
tions of the work to be done is called the Spectfico^ 
tions 

It IS mostly Govt Departments, Railways, Mum 
cipalities, and other public institutions that invite 
through newspapers or circular letters, people to 
give their tenders, e for the construction of roads, 
bridges, etc Until a tender is accepted there i« no 
bmding contract 
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Specimens of a Tender 

( 1 ) 


EAST JNDJANJtAlLlVAy 
NOTICE 

The underslgaed vill receive sealed Tenders 
on BUtbonsed forms (price Re 1 per copy) dt 
bis office upto 12 hours on 2Dd September, 1930, 
for the supply of copper and steel plates 

2 The right to reject a tender without 
assigning any reason is rosorved 

3 For further particulars apply to — 

(W ) F £ Avdertun, 

Controller of Stores 
E I RIy Headquarters OiUco; 
Calcutta, dated 2Cth July. 1930 


( 2 ) 


TENEEfl f^OTJCE 

Sealed Tenders are invRed for the construe 
tlon of the Sumera Power House at mile 163 of 
the Ganges Canal In the Aligarh District 

2 Tenders should reach the oilico of the 
Executive Engineer, Meerut, on or before 2 P M 
on 1st August, 1930, when they will bo publicly 
opened 

3 The eucoossful tenderer will bo required 

to sign an agroomont for tbewnrV withm 4 
days and deposit a sum of Jls J.CDO as security 
money for tho contract I 

4 Plans of work can bo seen at tho oilice j 
of the Executive Engineer, and copies of tender 
forms and conditions of contract obtained there 
from on payment at Re 1. 

(Sd ) PC Ao^rtcal, 1 S E . 

Executive Fngineer, 
Meerut 
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An Enqcjrj — Tluc ib a letter Triucb a trader in- 
tending to bnv goods write'' to other merchants and 
inanufacinrers He requests them to give their 
quotations for the required quality and qnantitr of 
goods 

Letter of Enquiry 


Temple Road, 
Jrsrtlsar, oih Jure, l9Z7. 

The Union Trading Co,, 

21, Sadar Bazar, 

Debh- 

Gentlemen, 

TVe shall be pleased to hare yoor Josre«t 
quotations for the following linds of Lanterns : — 
Horncane, *'D\eiz" ) 

Hurricane, “FeurAcntf* I- medium 

Hurricane , ) size 
Little, ^tzcT'}, \merjcan 
The ‘J^ear^ontT, German 
"We are wholesale dealers m the jnarLet for 
Lanterns and Lamps and should your prices suit 
us, a heavy order is mo-t surely to be placed for 
the above brands. Please let os hear at the 
earlie*^ 

Yours faithfully, 
Hsrnsn /Jas & Sent. 


A- Qootatlon a statement of price® and te-ms 
given hv a merchant n reply to on eifpjtrs cic-'e bv a 
aitio-n,er, who intends to purcha'e good®. Thus a 
quotation generally tate® the form of special rates 
and term® 
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Reply lo rnquir) 

THE UNION TRADING Co , 

12. Sad&r Bazar. 

Lclht, Sth June, 1035 
Messrs Harnam Das and Sons, 

General Merchants, 

Amritsar 

Dear Sira, 

In reply to your enquiry of tha 6th mat wo 

have the ploasuro to quote you as under 

Hurricane, "Diotz’* Its. 15 per doz 
Hurricane. ‘Tourhand * 12/8 „ 

Hurricane. “Sunshmo" 10/8 „ 

Little Wizard, American 18/. „ 

Little W'lzard. Gorman IC/8 „ 

Wo aro prepared to allow you 2} per cent 
discount for cash, and free delivery on all orders 
of Ks 2U0 or more 

Awoitinc jour esteemed commands. 

W'e are. Dear Sirs, 
Yours faithfully, 
r^e 6’riion Trading Co. 

The Order. — On receipt of quotations from difTo- 
Toni BoWuiB, tho buyer, naturally compare'^ one wub 
the othor and decides to place an order with tho firm 
whose prices and terms are supposed to be tho best 
In all respects 

Tho totter of Order contain* full particular* as 
to tho quantity or number of articles or goods de-iircd 
to bo purchased, thoir quality, the rate of each, method 
of packing, time and place of delivery and payment, 
together with othor necessary terms Mostly a 
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printed Order Form is filled np and enclosed v*ith a 
letter, or it may be sent br itself 

To make a contract legally binding oral orders 
and b^Tg^ins are confirmed in writing 

There are different ways of recording orders 
received, but the most convenient is ihe ok© of an 
Order Book which has columns for — (1) t)ate received, 
(2) Name and Address of the buver, (3) Description of 
Goode (4) Price (5) Date when goods aye to be snp 
plied and (€} Sales Book Folio 

Leller of Order 


No 93iA Temple, jfoad 

Amntsar, 10th June, 1935 

The Union Trading Co 
21 Sadar Bazar, 

Delhi 

Dear Sirs, 

With reference to the quotations as per tout 
letter of the Sth ii»st , we are glad to order for 

the following — 

Hurricane roediam size 
4 Doz of each brand 
6 Doz of ‘ Little Wizard" 

(American ) 

2 Doz of * Little Wizard 
(German) 

Please pay particular attention to packing 
and forward them carnage paid to Citr station 
Payment will be made within one clg^r week 
from delivery of goods as agreed 

Tours faithfnilr, 
Harnara Das ^ Sons 
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or 



Order Form 
narnam Daa & Sods 

Genera) Merchants. 

Order No. 93(A 

Amrttsar, 10th June, 1935. 
To 

The Onion Trading Co., 

‘it, Sadar Bazar, 

Delhi. 

Please supply the undcr*noted Lanterns at 
your earliest convenience : — 

humBef 01 
({ainuty 

rVwopMoa. R»’e 

4 Dot 

Rt. a 

Iloiiie»ft« _ 15 e pet dot. 


„ “t«otb»e.l" I* t „ 


„ ••ShoMhino" . »o 8 „ 

6 Doc. 

2 Dot 

Little “i\u»r6’' (Ametiete) .» iS o „ 

Lidle ‘*n xael fOvimos) )5 S „ 

/nitru titm Ter Coo<]i Trile. 

Carria;? paU ^ 



Need tor Credit and Iteterences — Crwiit i? th« foun- 

dfttion of morfern bu«fne«ii. It mesn^ that the buyer 
Bhoul'J bo allowed aufficient time to sell off the Rood* 
and to collect nion«y from hl< customers before be 
may bo a»ked to make payment for the Roods pur* 
chased. 
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Sheet, though this 15 not altvsys rery helpful in 
disclosing the mformatioa desired 

When reference is being tsken up it 15 usually 
asked whether it would be -afw and advisable to extend 
credit to the buyer in question upto a certain amount, 
and whether ho is honest m his dealings and regular 
in payments All information «o supplied is Kept 
strictly confidential and without any kind of obligation 
on the part of the party supplying it 

The following letters will illustrate the above 
points — 

Asking for Trailc Iteferences 


THE H.VIOX TBADfKG CO . 

21. Sadar Bitar 
i>elhi 12th Juno. 1935 
Messrs Harnam Das and Sons, 

Oeaeral Merchants. 

AMRIT&AR 

Gentlemen. 

U e thank you for vour Talue<l order No 
93 A of the 10th inst , and the same is receiving 
cur careful attention 

This being, however, the first chance of our 
entering into business relations with you, we 
believe you would excuse us if we ask you to 
supply us at least two names as references 
Awaiting to hear at your earliest, 

We remain. Gentlemen, 
Vours faithfully. 

The Union Trodiny Co 
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Furnishing Trade neferences 


Temple Road, 
A-mritsar, 15th June, 1935 
The Union Trading Co , 

Sadar Bazar, Delhi, 

Dear Sirs, 

Replying to your letter dated 12th June, 1935, 
we have to say that we presumed our name was 
already on your list We are glad, however, to 
refer you to — 

1. Messrs Muhammad Beg Islam Beg 

11, Market St., Amritsar 

2. The Punjab Bank Ltd , Upper Hoad, Amritsar 
We require the goods very urgently and 

would, therefore request you to pay early atten- 
tion to the matter. 

Faithfully yours, 
Harnam Das & Sons 


Requesting Informaiioo 


21. Sadar Bazar, 
Delhi, IBth June, 1935 

Messrs Muhammad Beg Islam Beg. I 

11, Market St , Amritsar. 

Dear Sirs, 

We shall deem it a favour if you, please 
supply us Confidential information with regard 
to the financial position and busmens dealings of 
Messrs Harnam Das and Sons of your city. 

They are desirous of beginning credit rela. 
tions with us and have given your name in 
reference 

Assuring you of our promptness to reciprocate 
on similar occasions, and enclosing a stamped 
and addressed envelope. 

We are. Dear Sirs, 

1 Yours faithfully, 

The Union Trading Co. 
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Kcpiy to alto^c— Uafotourable 


11, Markot Road, 
Amritaar, 22nd Juno. 1935. 


Tho Union Trading Co , 
2lBt, Sadar Bazar. 


Dear Sira. 

With Tcforeoco to your letter of 18th Inst. 

VO are surprised to note that Mesns Harnam 
Das and Sons should have mentioned our name 
IS reference Wo have oo hesitation tn saying 
that wo have experienced much dHTicuUy In 
settling our accounts with »beoi. and for the 
last sit months or «o we have stopped all credit 
business with them 

Tl,o firm no ilooM. i' 

,.mpi. (one*, buffhor OTO oxtremdr 

croles. In Ib.'r biislne-'i .loilinE. 

We .upply "'ll Infotm.tlon in .trlcl conO- 
denco end without obllcutlon 


Yours faithfully. 
.l/uAannol Beg Islan Deg. 
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Request for Cash PaTment 

the union trading CO . 

23, Sardar Bazar 
Delhi, 25th June, 1935 
Messrs Harnam Das & Sons, 

Templo Koad, 

A.inrit«aT 

As^Tou are in urgent need of the Soois 
shall be glad to forward them to your =a<itesB 
provided you are willmg to pay for them on 

We write this after careful consideration of 
the whole matter, and hope would not he regar- 
ded as rather exacting m our J’'''’”'',' 

Assuring yon of our be*t attention at all 

We are. Dear Sirs, 
Faithfully yours, 

The Unton Trading Co 

"nmitclmigOtGoodS-lf the information regard- 
me the huyefa busmens status and financial position 
S favourable, the seller will soon arrauge to execute 
tnrorder Ou the contrary, should the reply neueived 
lorn the person or partv referred to turn out to be 
uns^tisfactorv. the buyer will be asl. ed lU a courteous 
^,un?r to send cash in advance, whole or in part 
? ^nst cases, however, the reference tahen up is 
In { (ojy aud the seller at once writes to the 

§uyer saViuS despatched within 

^'pMkmgShe order is signed and approved by 
Pacams oerson and then passed on to the 

some Tes^nsib ^ collects m one place all the 
warehouse-man, order. They are also care- 

aiticles tested. Next, the goods are packed 

p?riWftem w^th the"<Ser. IS hen chest-, cases. 
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boxo<ii otc . are used they are made to size so that 
goods inside after haring been enclosed may not bo 
loose or too light, because they aro liablo to be broVca 
or damaged in both cases 

Finally, the packages are properly labelled and ad- 
dressed, and stocked in a heap ready for despatch On 
the outside of tho packages containing fragile or deli- 
cate things such as glassware, bottles of medicine, 
etc , certain words of caution aro printed in i>old let- 
ters on tho labels so that tboy may bo properly and 
carefully bandied by porters or coolies while loading 
and unloading The words used generally aro — 
“GLASS WITH CARF." “THIS SIDK UP.” accord- 
ing to the nature of good* 

Then the packages aro carlod to tho Railway 
Station if they aro to he sent by rail, and the R/R is 
obtained for them which has to bo forwarded to (he 
buy « r along with a copy of tho Iniotce, both enclosed 
in a letter of adricc, as shown below i— 

Ad> ire of Cood* sent 


THE UNION TRADING Co 

23. Sadar Bazar. 

Delhi. 30th Juno, 193S 

Messrs Harnam Das & Sons, 

Tocnplo -toad. Amritsar 

Pear Sir*. 

Wo ate glad to adv|so you that wo are for- 
warding to day per psssengor train, carriage 
paid, the goods as ordered m your letter No 93^\. 
of li'th in-itont 

The RiiJway Receipt «o hare sent through 
V’ r F for Us 29S 8-0. tho amount of the In- 
coicp herei'i end >se«l 

Wo aro sure the goods w|JJ giro you complete 
satisfaction , . , „ 

Yours faithfully. 

The Unton Tradtn:; Co 

Enel I 
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On the other hand if it has been so agreed that the 
buyer will pay for the goods in cash or accept a Bill 
of Exchange (or even pav it) the R/R will not be 
enclosed with the Invoice bat sent separately bv 
V P post or through some bank 

XoTE— The STjbjea of carnage of foods by rad and other 
methods has been disci.ssed la a preno s chapter and the s*TjdeBi cay 


Carriage of Goods 

It has already been pointed out that Transport and 
Insurance are very important auxiliaries or aids to 
trade proper There are three mam branches of trans- 
port-land, water and air — and each is highly deve- 
loped and perfected tbe<e davs because of Railways, 
Steamships and Aeroplanes 

Since transport or carriage of goods from one 
place to another involves certain ns/ s and damages 
to goods the practice of msuring against these risks 
has al«o grown locreaeingly important In^uranc* is 
a sort of contract by which the insurer undertakes o 
indemnify the injured against lo«e ari<:ing from fire 
or marine risk*:, in lieu of a small premium paid hv 
the person insured 

The subject of Transport and Insurance is vast 
and the student will meet with its discussion in some 
details later on Here it proposed to explain how- 
land carnage of goods is usually effected in the 
Inland Trade 

Goods are despatched br one or other of the 
following ways — 

1 By Coolies or Porlers— Email parcels of goods, 
are frequently delivered bv coolies or porters who 
carry the goods either on their person or if the 
weight IS EufScient, make use of band carts or 'thelas * 
■When goods are delivered though me'^engers or 
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coolies, the sicn&ture of the buyer taken in & book 
calfcd the Pohvory fiook especially ruled for the pur 
pose 

2 By P05l~It has already been explained hov 
niost parceU of liRht weight and high value are sent 
throuBh the agency of the Post OlTice 

3 By Common Carriers — a common carrier is one 
n ho carries gotxJs as bis regular business, and who 
holds hinisQif out as ready and willing to do so for 
any person r. ishing to engago him Heg iilnrly plying 
carts lorries, an! the raiiv.ay,.arc instances of com 
nTuil carriors The consignor may hire the vehicles 
of the carrier and load those as ho pleases, or he may 
deliver the packages to tho carrier and leave the rest 
to him 

A common carrier is a mercantile agent in the 
usual sense of the term since bo is entrusted with 
the posstssion an! care of goods as well at their 
di Ijvery to the desired person or place fSeo chapter 
on Agents) 


Carrlagclt) Itoll 

Alihfujgl) carrngo of goods b> motor lornos Is 
increasing day b> dav the railway still rotitins Its 
premier position in the sphere of Ian 1 transport parti 
ciilarle for h<ari<r g>™l« We shall now explain bow 
goods are f rwarltd Imtb by a Qooils Tram anl a 
I’assongir 1 rain 

A ConsljSnment hole i« a document used when 
goods are sent h> <»oorf» <r lugiftir rra,n% It 
eonlaifts Ihe name and addre s of both the c >nsignio 
and tho consignor, an 1 otb« r i arllculars as to Pumlicr. 
description \s eight of gootls, stc 

It is a contract botween th« ecn-ler or consignor of 
goods anl tho raileav company It contains full 
particulars of the terms and con litions upon v. hich 
tho railway company undertakes to carry good 
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BISks— Goods may be sent either at the owner’s 
risk {O R ) or at the Company s Risk (C R ), in 
which case the railway company is responsible for 
any loss or damage caused to goods while in transit 
Railway companies carry at their own risks all goods 
which are not supposed to be easily perishable or 
dangerous, by charging ordinary rates of freight 

Fragile Goods and those of a perishable nature, 
such as, Fruits Sweets, Fish, Milk, etc , are usually 
carried by railway companies only at the risk of the 
owner or sender 

Although the rates charged in the case of O R 
Notes are naturally much lower, but the company 
accepts no liability for loss or damage, except for 
wilful misconduct of the servants, which is rather 
-difBcult to prove 

When the goods are desired to be forwarded at 
Owner s Risk the sender has to 611 up and sign an 
Owner’s Risk Note before they would be accept^ for 
transit 

A Forwardlo^ Notc—Wben goods are sent by a 
Passenger Train the consignor bas to £11 lo a Por- 
tvardtng Kate, and not the consignment note If the 
goods are damageable a Risk Note whether O R or 
C R , will also be necessary 

Freight is the charge made by Railwav or Shipping 
Companies for the service of carrying the goods from 
-one place to another 

Goods are dirid<^l into different classes according 
to their nature and the risk involved in transporting 
them The rates of freight also vary accordingly 
Freight is calculated either on weight or on measure 
ment according to the nature or quality of goods 

The rates of freight charged for goods sent by 
Passenger Trams are, of couree much higher than 
for those sent by Goods Trams, simply because the 
goods reach their destination so soon, and without 
much danger of being damaged or spoiled if they are 
perishable 
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ABailway fiecelpt (H R) i« a receipt given bv a 
Railw'av Company to the consignor of good® It con 
tains the following particulars — 

1 Ivames of the consignor and consignee, 

2 Place of destination of goods, 

3 Description and quantity of goods, 

4 Amount of Freight (paid or to be psidl 

On the back of a R R are printed the condition*^ 
on which the Railwav Companv undertakes to car^ 
the goods 

The consignor sends the R/R to the consignee by 
post, BO as to ensb e bitn to tate deliver^' of goods 
from the rail war Btation. It will hare to be 
by the consignee before he will be given possession 
of the goods 

When the goods are consigned ‘ to self (that is 
the consignor 5 name IS also mentioned in tbe place 
meant for the consignee) the consignor of goods 
should not forget to endorse it in farour of the 
consignee before it is despatched. The consignee 
will have to endorse it again when dehverv of goods 
is being taken from tbe railwar companv and also to 
give a receipt fo” the good- 

ThelQdenuiJly Bond— In case the fi/Ris lost b-ribe 
consignee, he will bare to execute a bond end stamp 
it before goods can be taken delirerr of If tiie con 
signee is not quite known to the railwar authorities, 
he will al=D be required first to get the written con 
sent of the consignor through tbe forwarding station 

pgiaorrage If the COO'^S are not remored from tbe 

railway station, to which they have been sent, within 
afiiedtime(usual]r2 days), tbe consignee h»s to 
pay a penalty, commonlr known as *deaurr8g“ * 



Specimm Uflllway Rrcelpl 

Receipt No. KAST INDIAN RAILWAY 
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A Bill ol Lading is a document given bj a Snipping 
Companv to the shipper of goods, containing the 
terms and conditions on which tb« ship-owners con 
tract to carry the goods 

It IS an acknowledgment hv the shipping Com- 
pany that goods have been receirod on board “in good 
condition and order and that tbev will be delivered 
at the port of destination in the same good condition 
Full particulars of the goods are entered in a 
BfL — number of case® bales, marks, port from and 
to ^hlpped, name*: of consignor and consignee , etc . 

Specimen Bill of Lading 

Shipped, in good order and con- 

I dition by B Merchant &, Co , in and 

I ^ I the good steamship ‘ Common- 

I wealth'* whereof William Brown is 

^ Master for this pre«ent voyage, and 

now lying in the port of London and 
bound for Madras (India). 4 ca«esof 
Electric Lamps being marked and 
numbered as in the margin, and to 
be delivered from the ship’s deck 
(where the shipowner’s re'poneibi 
lity shall cease) in the like good 
iot /104 order and condition at the aforesaid 
Chsi^e* Port of Madras, India, (the Act of 
God the Kings Enemies, Fire, 
Boiler®, Steam, Machinerv, and the 
consequence of defect therein or damage thereto, 
and all and every other dangers and Accidents of 
the "^ea®, Rivers, and Steam Navigation of 
whatever nature or kind eicepted) unto Order of 
the Electric Trading Co , or their Assigns, the-v 
paving Freight for the eaid goods as per margin, 
with charge®, primage, and average accu tomed. 
In witness whereof Master or Agent of the said 
ship has affirmed to three Bills of Lading, all of 
this Tenor and Date the one of which three Bills 
being accomplished, the other two to stand void. 
Dated in London, 22nd August. 1939 

JV7llsan Brotcn 



ASD CORRESPONOEVCL 2C9 

A filarloe iDSorance PoUcy— Goods scnton^hips 
aro always in danger of marine and other risks for 
which the shipowners do not hold thomseWcs ro«pon 
Bible The goods are, therefore, insured with In->u 
ranoe Companies which undertake to Indenrnifj tho 
owner of guoisin case thoj are lost or damaged 
Tho document containing tho terms and conditions of 
such a contract is known as a ilarino Insurance 
Policy 

A Dock or Wurcboose Worranl (D/vv,\V'\v> is 

a receipt for goods placed on Docks or in a Govorn- 
morit Warehouse It contains such particulars as 
are necessary to Identify tho goods — (1) Name of 
tho ship which brought the goods (2) Marks on casts, 
(3) W’oight, (4) The Date from which rent eoromonces, 
etc 


Specimen Dock Warrant 


1 The llunilia) Oocka Corporation ' 

No 139 

list July, 193G 

Warranl for /od flat?* Siipir Per S S 'Onnjes . 
llasiur 6 Pafitirsoii from Cope Totee Kntored 
by ilessrs &amjl fast A. 6ons on the tOlft J t/tf, 
lOSO Kent commencing from fAu dofi. 

Marks 

h umbers \S eight ( 


Gross Tare 

s P 
s 

Mds br Mds hr 

moo ^ * 

Bombay 

1 2W 2<> Net 

l,«*m fwJ » 

Oe yeethe 

rvl «n cr«J-l>T (* I/j»» W t »«V 
i^ye coot* l» SIe»»rv 5iri»( t)»t A Soot ef 
enlorKnsol Iwreoa. '• 
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A Delivery Order (D/0) xs an order issued by the 
person whose goods he at a Dock or Warehouse, 
asking the Superintendent (of the Dock or Ware- 
house, to deliver the goods to the bearer, or to the 
person named therein or to his order. 'When it is 
‘to order’ it requires endorsement before goods would 
be delivered. Printed forois are generally used for 
D'O’s 

Delivery Order 
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Test Qucallons 

j What H a Pncei Cotfem, • Price L««, anJ a Qoo’ation > Ho« 
<3oea each difler fiosi (he other) 

3 Erptain eleatlji — 

A Firm Odei a Sobject offer . a Tender or Etiima e 

} What IS a Trade Prfeieoce . anl bow is the liaseclal position 
and btitinesi tiatas of a caMomet naualip koovc ) 

4 Anume an ima;;inarp casein «)ic<tioaF<o 3 .ani *t<te oct (he 
aeceiMf)' Jelleis auppotnc ihe reply to be 

5 Wine a short note on the Packing an I dvipatchin; of ceods. 

6 Erplain how foodi aie forwarded ij Kail, both PaueDfer and 
Ooodi Tiaios. 

7 Desenbe the eaiure and vie of a Railway Kreeipt 

t W me ihett EO(«i on — O R and C K . Drmjtra^ I Bill of 
Etdini* , ae I Indemnity Bond 

9 U hat If {() a DoeV Warrant, and (d) a Delirery Order ( what u 
the difference between then > 



CHAPTER XlII_rcon(dy 

Invoices, Stateaeots. etc 

Ao iDTOIce IS a statement, sent br the seller of 
goods to the buyer, showing m fall the names or des- 
cription of articles, their number or amount, rate at 
which each is sold, discount if any, and the total 
amount togetbe- with charges for packing, carriage, 
etc 

Its importance t — An invoice is a very important 
document of basinets transactions Its usefiilne*® 
can be judged from the following — 

(1) It is a notice to the buyer that gopds hare 
bees despatched, and if they do not reach is time es 
Qsiry maybe made 

(2) Goods can be compared with the de«criptios in 
the invoice and any mistake as to qualitv, amount, 
rates, etc , can be ascertained 

(3) The buyer can arrange for the re-sale of goods 
before they have been actuallv received, since the 
invoice generally reaches earlier 

(4) If terms are 'Cash Payment,' or 'Cash against 
Pocunents,' the buyer can make arrangement for 
necessary money in due time 

(5) He can keep bis Books of Account properly, 
as the charge's for carnage and other expense®, 
amount of pi'count or Commission, etc., can be cor 
lectly known 

(6) It IS a proof of the sale of good®, and clearlv 
shows who IS the debtor and who is the creditor 

(7) When goods are exported or imported the 
* Customs Puties’ are calculated on the basis of the 
invoice 

Kinds — ^Invoices are Ordinary and Pro Foma 
Again, they may be JnJond or Foreign according as 
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Ihu gooOd aTo sold in tho sacne country or in another 
country 

A ‘Pro Forma' Invoice —Tho words ‘Pro Forma' 
moan ‘/or ihe vaU o/ /orm* , and, hence, such an 
invoice IS not a real invoico, but one that is made out 
for ehowinff its probable form, 

Howovor. there is no diiTerencoin thepreparafton 
and writjnv of an ordinary invoice and a Pro Porm» 
invoice, except that tho latter is markol with tho 
words 'Pro /'ormo,' at tho heading. 

A Pro Forma Invoice is used on the following 
occasions ' — 

0) When goods are forwarded to an agent to bo 
fold on behalf of the principal a Pro Forma Inroico 
is sent to him, Ro that ho may know the actual cost 
of goods along with othor otpenso*, and thus try 
to foil them At a profitable prue 

(3) bomvtimos, merchants before actually buying 
certain goods like to know their price*, cliarges of 
pael, ing and carriag'*, tho di9C"uat allowofi, terms of 
payment, etc , ro as to find approximate total coat of 
the goo<ls In rucIi a case they send tho order asking 
tlui Roller to forward a Pro Forma invoice before 
despatching the goods themeolvcs. 


iS) When a merchant recciven a very ftnall order, 
or wlicn tiio customer is a stranger and tt is not 
liosiiisi to open a credit account with him. tho gooris 
are not Rupplit*} b jt a Pro Forma invoice is sent to 
him. thus indir-ctly asking tho buyer to remit before, 
hand the price of tho goods 

U) When gooils are liable (or Cus loirs Dutie*. a 
Pro Forma InvoJco ha* to bi» aliown to tho customs 
authorities ro that tho dut> may bo esccrCainetl and 


paid accordingt/ 

,\,,f I« in It* ice ■« pet' loll* '1)1:1 


II iT oa.l »«fT 


ctirfij' y clieck' 
■ copy of (I i' ly 


Thf IflTOI 


(I e ‘O* 1*1 u yr-i tie I it, ts 1 
n l*e } tf'tl cf l‘•' Oo-vlt, t'U* 


It I'.ojU be Kn by |«nt s <<rg ai a A .<ue >o'e 


18 
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An AJ~f t Ae'e js & letter aj^ns-ag tii“ bvTei of tii“ ie*p£. 'i or 
goods. The Ibtoic* and KsHvtbj Receipt, if tup, t”? eac.os*d 
« I Ji this Jettec. 

On receipt of an invoice the buyer should compare 
it with the copy of his order, check the calculations 
and the total, and then initial it. 

After the goods have been received and checLed, 
the invoice should be carefully preserved. There sre 
several ways of doing thi", but the general practice is 
to keep it in a ‘Guard BooU 

The Gnsrd Book — This is a large Scrap Boot 
•usually made of cartridge paper. On the right hand 
side of each page are rul^ money columns. The 
invoices are folded, endorsed, and pasted into this 
■boot, and the total amount of each is shown in the 
tnonev columns 

Specimen Guard Book 


j6.i J'fcvi, 1035 

GsTs PrfiSid sad Soni. 


2 iBt April. J935 

Ell k» JJal CcJiiTJ Lit 


Bow to prepare ao Inland Invoice 

Invoice® are generally set out on spec.al forms 
with beautifallv printed or engraved headxnc®, show- 
ing the name of the firm, nature of busine«« earned 
on, and the addres® 
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The Telephone No , the telegraphic address, the 
name and edition of code used, and sometimes the 
terms of trade, are also printed at the heading 

Besides the heading, an invoice should contain the 
following : — 

1 Date on which it is sent This is written at 
the right top corner. 

2 Name and address of the buyer, written at the 
left 

3 If the name of seller is not shown in the 
heading, it should be written in the centre preceded 
by the words ‘BQUGHT OF ’ 

4 Terms with regard to mode of transit, carriage 
paid or forward, rate of cash discount, time of credit, 
etc I are generally written above the details of the 
goods — 

5 The details of goods form the body of the 
Invoice and shows — 

(а) Number or Quantity of goods, 

(б) Names or description of articles, 

(c) Price or rate of each class of articles, 

(d) Amount of price of each class of articles, 

(e) Discount, charges for packing, carnage, 
etc , if any 

All these particulars are written id upright 
columns running one after the other The amount 
column is totalled and ruled off 

6 The signature of the seller appears at the right 
bottom corner 

7 The abbreviation "B & O E meaning 
** Errors and Omtsston^ Excepted' are often put 
down at the end of an invoice They entitle the 
seller to correct any mistake or omission that 
might be discovered in the invoice 
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The K. V. Boot & Shoe Manutactnring Co , 
(Alaonfacturers & Importers 
of High Class Footwear ) 

Lucknow, lOtb June, 1930 
Teleg, Add — “Leather 
Tele No— 187 
Code — A B C (6th Edn ) 

To 

Messrs Abdul Majid Khan & Sons, 
Boot and Sooe Merchants, 
Aligarh 



GecL CUce Derby 
Lad Slippers 
Ladles’ Foil Sbppen 


Le*s Trade Ojs. © >0 % 


For the K V Boot &, Shoe Mfg Co 
B N Verma 

Per E I R Goods Train, 

Carriage for-rard 
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Telegraphic Sialkot, 27tb May, 1935 
Address — “Sports”. 

To 

Messrs Raghabir Ifarain & Bros , 

General Merchants, Eburja, 
BOUGHT OF— TJbeboi Sons & Co., 

Manufacturers of High Class 
Sports Material 


Terms— Net Cash Packing Free. 


3 Doi 

Hoek«7 

Rs 

Rs a 

P B«. 

■ 


I dot Rubber handled 


30 < 

> c 



yi (let Stripped handled 

* 4 / 

it c 

0 



^ dot Leathei Bands 

i 6 li 

«3 < 

, 0 





SS 1 4 

0 



Less Discount @ S/' 


* lit 

* S* 

7 

I ' 

Ping Pong At'tcles | 

18/10 

r 

18 


(Joj 1 

Volley Balls— *Pe»fect’ 

27/ 

,3 u 


1 


Less Discount ® i 


0 Is 

S >3 1 



Add— Carnage 






£ & O E 

Total 



J- 

( 



1 r 


Uberoi Sons & Co 
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Foreign Orders and In>oice6 

An Indent is an order for goods sent to (or received 
from) a foreign merchant 

It contains full particulars regarding the quantity 
and quality of goods , their rates , manner of packing 
and marking and time and place of delivery, etc 

A Foreign or Export Invoiee is one which is 
prepared in connection with goods sold to a foreign 
merchant It differs from an Inland Invoice in soma 
respects — 

1 The beading usually contains — 

(o) A short description of the goods 

(&) Kama of the ship on which they are shippedr 

(c) From and to which ports 

(d) Kame and address of the purchaser 

2 In the first column are given the marks, signs 
and numbers put on the packages These ate meant 
for indentifying the goods, when the importer claims 
them at the docks 

3 They are prepared m different ways, in accord- 
ance with the terms. Loco, F O B., C, I F , etc 

4 An Export Invoice is generally prepared in 
three or four copies 

The examples following should be carefully 
studied — 
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lodent 

The Electric Trading Co 

Telegrams : "ELECTRO* 

Kadras 

Code used "Bentley’s ” 

Madras, 14th July, 1935 
Messrs B J Merchant & Co , 

London 

Dear Sirs, 

Please purchase for our account — 

Goods : Electric Pocket and Cycle Lamps 
Quantity or Number I Z Dot each 
prices Pocket Lamps @ 10/6 per des 
Cycle „ @24/- 

Packing and rnarking | 

.y/c 

Delivery To be shipped by P and 0 Liners 
Prrtght and Charges Charged forward on Invoice 
Insurance To be effected in London for 15^ over 
I Invoice value 

Invoice One copy each of invoice consular in- 
voice and certiScate of origin to bo forwarded 
to us bv mail 

payment — D/A Draft for 60 days 
Instructions Pay particular attention to packing 
of bulbs shipment ae early as possible 
Yours faithfully, 

B S lynger, 

Manager 
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Export Inroiee 


iDTOiee of 5 uses cotton Goods shipped per S S '‘Victoria” 
for account and risk of ifessis* Brace &. Sykes Calcuiu 


4C/ 800 pcs, 44 la. 
tw<§ 3f 


riJiLLV 

j 1 lee tJ 


Lirerpool 

24th Joly, 1935 J/ercAtnl L Ct 


Correction oI Blistskes — Mistakes* sometimes 
•occur ID invoices , they are corrected as follows J— 

(1) When a mistake is discovered withm a day or 
•two of sending the invoice, it may be cancelled by 
forwarding a correct one 

But one great drawback of this method is that 
the accounts in the books have to be altered, which 
a hUSine«sman would not like 

(2) Therefore, the most usual practice is tc use 
i3e6i< and Credit Notes for correcting invoices. 

— A Debit IS s chaise or sum payable by a person, who i» 
called the Debtor A Credit is a chaige or sum payab'e to a person, 
known as the Creditor 
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A Debit Note (D/N) U a statement showing the 
particulars of the amount debited against a person. 
It 18 sent by the seller of goods to the buyer when- 
ever by mistake goods are (a) undercharged , {b) or 
the invoice 19 undercaat , (c) or when some item Js 
not included in the invoice 

^fle — Tt vnirrtksrge nKani to calcolue the price of goodi at A 
lower tale than it ought to be 

To un Itrcait meant to Iota) the JOTtuce lew, by taiatake 

Debit Note 


Lalimli Buildings, 
Cawnpore Joth June, 1935- 

Messrs John Brawn St Sons 

Cast , Agra 

to The Cawapora {fooHea Nflfa tld 

tnveiU 



• 

8th June 

To undercharging of Blankeu, Plain, 




X t « fel each 


% 0 


C 

C LAt 

■ 


A Credll Note (C/N) is a etatoroent (printed usually 
in red) showing the particulars of the amount credited 
to a person 

It is sent by the seller to the buyer— 

(a) When goods are returned on account of 
some defect 

(M When empty cases or packages (which have 
been charged for m the invoice) ato returned m good 
condition to the seller 

(c) When an allowance is made to the buyer 
for short-weight, damage, or some defect m goods 

(d) When the goods are overcharged, or the 
invoice IS o'lercatl 

/^olt—Wben goodi are damiceJ. or «h«y ar» short in quantity or 

number, rtrs {he buyer whvpoMaout by sending a hllrr of 

Complnin! The seller ihett foiwardi aC/N 
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Credit ^ote 


Loeloow, gab Jase, ipj5 
Messrs, Abdel Maj>d Kban A Socs, 

Alijarh. 

Cr bjTheK \ Cast aaiSboe llaaafactcris$ Co 

In ti t 


Rs «. jj. 

lOtb Juoe 

Bj Retcrt> of 2 pis. Ladiesr Full Slippers 
(dazeaged) at Rt. 3 4^1. 

6 Sc 


Bj OTerebarge of 4 pre. of Gees’ 
GUce Derby at / 4/ ... 

1 

I 1 0 c 



7 1 S c 



II 


D A' Tcnifit, 
iftntffr 


k Statement ol Accoont (S/a) is a docometit ‘n-hich 
IS sent by a mercoant to bis customer, monthly, 
quarterly, or at the end of some other period It sets 
forth the value of goods bought at different dates by 
the customer, as well as the amounts of cash received 
from him and discounts or redactions allowed to him, 
thus showing the balance due at the date of the 
Statement. 

Whenever there is a balance coming over from the 
past period it is put down first of all in the statement. 

rtmirr en esnvnt rowts to tend % Kx^ia»nl ©f 

Accotml 

It serves two purposes * — 

L It IS a reminder to the customer to pay up his 
account at the due date 

2 Accounts as kept by both the parties can be 
compared, and mistakes if anj’ can be corrected, thus 
avoiding further delay. 
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Statement of Account 


Sadar Bazar, 

Belhi. 17th June, 1930 

L. Pjrbhu Dayal, 

General Merchant, 

Khurja 

Ina/cwithMd Yakub Md Idris 

1930 


E* * p Ef a p 

June, IS 

To Salantt tjf 

1 

13 

To Goods 

146 lio ( 

.. 39 

To Goods 

310 4 9 

Jtt’y. 13 

To Good* 

«90 14 S4T 3 

I 597 ip 3 

June, 2S 

Ey Cwh 

ISO j 

July, 6 

By Ca*h 

1 j 

*50 j 

.. IS 

By return 

-H-L-HiIJl 


Balance dn- 

j »87 ) 5! 3 


Mahatnmad Yeltub 

NtuhtmmM Idris 


Methods Ol PdyOICQt — There are diSferonC methods 
cl remitting monoy or makioE payments for the 
price of goods, as shown In the diagram given below. 



Methods of Pavment 
(For Inland Remittance ) 


f' 


Bv credit 
InstriiHents 
i 

J 


L 


Coins of 
Gold and 
Silver 


r T 1 

Cheques Bills of Exchange Promi^sorj' 
or Htindis Notes and Bant 
Drafts 

"" 1 


I 

Corrency 
Note', or 
Bant Notes 


1 1 
Money Stamps and 
Orders or Postal Orders 
V.P Po't (for very small 
sons ) 


When the terms resarding payment agreed 
between the fanver and the seller are 'prompt cash' 
or ‘ca®h on delivery’, s^-e have learnt that the usual 
method IS to mate the payment through the post, the 
E/R being sent bv the seller as a V. P. P. If the H/R 
IS sent through a bank then payment is made through 
Ihebank. 

■VThen some credit is allowed to the huver and the 
Statement of Account is received from the seller it is 
checked carefully with the burer’s own boots of 
account and payment JB then made eithe'' by cheque 
OT by a Bill of Exchange or a Hundn 

In case the amount to be remitted i« small, pay- 
ment mav be made by a Monev Order (or a Postal 
Order) or by sending Currencv Notes under in'ured 
cover. But in buEiaess the«e methods are seldom 
nsed because of tbeirexpensiveaes'.and also because 
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businessmen usually keep a bank account and can 
easily issue a cheque. 

When the amount sent by the buyer js duly 
received by the seller, a Hecetpt has to be issued for 
the payment 

A Becelpt is a document acknowledging: that some 
thing (goods or money) has bean received A receipt 
for money shows the following particulars : — 

(1) The date when money is received 

(2) The name of the payer 

(2) The amount received both in words and 
figures 

(4) What the payment is for 

(5) The signature of the receiver 

Stamping —Law requires that a receipt for more 
than Ba 20 must bear a revenue stamp of one anna 
The receiver of money should make bis signature 
on the stamp in such a way that part of it appears 
on the stamp and part on the paper 

The cost of the stamp IS borne by the receiver of 
money 

In the following cases no stamp ts required on 
receipts — 

(1) A receipt issued by a banker for money re- 
ceived as a deposit 

(2) Receipts issued by a Government Officer in 
payment of Taxes, Duties, etc 

(3) A receipt given in acknowledgment of dona- 
tions and subscriptions of a public nature 

Kinds — A receipt may be»ii full payment of an 
account, or it may bo in part paamenl The former 
is called a ‘Receipt lit Ittll , and the latter a ‘Receipt 
on account the wordings in fiotli differ accordingly 

Receipts are generally made out on printed forms 
having counterfoils 
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Notecarefnlly the specimeDs that follow 

(Receipt for fall payment) 


No 39 

20lh Aug, 19S0 
Lala Pirbhu 
Da^-al In se«lc 
ment of a/c ren 
dered I7tli mst 


Bs 187-5 3 


' No 39 

DELHI SOih Aug , 1930 
Received with thanks fro'n Lala 
Pirbhti Da^al the sum of one hundred 
andeightj seven rupees five annas 
^ and three pics onlv tn full settlement 
J of our a/c dated I7th August 1930 

<■ / Tanna I 

❖ Bs 187 SZJSd r.oNb Jfdi Idrts, 

^ ' — - * Stamp i 


Md yakub 


(Receipt lor part payment) 

No 39 ^ No 39 

20 th July, 1930 % DELHI 20 lhJuly mo 

Lala Pirbhu ^ Received with thanks from Lala 
Dayal on a/c. ' Piibhu Dav'al the sum of rupees ore 
/ hundred and fifty only on account of 
' our statement rendered I7th inst 

= --■ - ^r- f t anna j 

Bs 150/ ' Bs 150/ m Tal-ub^d, Idrt$ 

'/ j Stanp j j 


Md yakub 
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A Voucher is any wtitten paper, document, or 
book jn proof of tb© payment or receipt of money , or 
one which in any way verifies the correctness of 
account or transactione 

Receipts of payments are often pasted into a Guard 
Book, sometimes called the Voucher Book 

A Cash Memo —In retail trade payment is usually 
made at the time the articles are bought, and so most 
shop-keepers issue for the receipt of money what is 
called a Cash Memo (short form of memorandum) 
It differs from a Receipt in that it does not mention 
the name of the buyer hut simply gives the necessary 
particulars of the articles sold 

It serves as a proof (1) of the payment havingbeen 
made to the seller ( 2 ) that the articles have been 
actually bought ami not stolen from some body’s 
shop (3) When a person is asked to purchase some 
thing for another then he can show the Cash Memo 
to establish the truth of the price paid by him 


Casli Memo 


The Delhi Cloth MiUa Co Ltd , 

No 4167 Delhi 21st April, 1937 

1 1 «R cuiMte 

Fate j Fi as jj 

2 \ S3f»No 501 

1 1 lied Sheet No 1330 

1 ) Towel— No 35 

1 

I 

*/i 

1/8 

/«*/ 

0 IS 0 

660 


/V l> once wW w Jl not be Uken b»ck 

Q S Pande, 
Salesman, 
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Teel Questione 

1 IS an ioto ee, vbat csefnl purposes doe' ii *erre 

2 Vrbat js a PsQ Forma Iimnce, aibes j% ii used ’ Gne a 'pecim“n. 

3 How are mistakes la Instuces nsnaily ccirrecteG 

4. Explain the nature «ad nse of Debit and Credit Note ginng 
examples. In what respects do they d fier ’ 

5 What IS a Statetnent of Account when and hoar is a prepared ? 
Show on* 

6 \\ hat IS a receipt wbal « i < importance ’ What seas of 
Receipts do no reqaire a stamp 

7 W nte short notes on — 

An Advice Isote, A Guard BooL, Firm 03er, Tender, Or’er. 
E. L O F an Export Inrorce, A \ on her, an Indec- 

8 How IS payment for goods nsnally obtained ’ ^4oe the raaons 
method' ’ 

9 Soppose yoJ hare received Ks *53 10-6 from Pandit Ram Shao- 
her Sastri in full payrnent of b s debt. Prepaie in complet- fenn a recesR* 
for IL 

la What IS a Ca'b Memo, bow does it di3er from aReceif^P 
Prepare one 

Practical Questions 

1 Messrs Malik and Co., i&accfaanien of Carnes Malenat.Sts^Vtft, 
b*Tr5nJd to Jdarnam Su^b and SoiUy Lahore, the Ialv»jsg ^ 

S Tennis Rackets a Rs. 14 each, 

4 Tennis Nets at Ra. i9*S*o each. 

a Dor. Tenon Balls _ at R& 3 ii>o pet dem 

3 Do2 F otA halls .. at Ks. 5 8.0 per d a- 

Expenses for packicg etc, and carriage respectively were— Rc I 2-& 
and Rx. 3 lo-e Discount ts allowed at a}e % 

Prepare an isroiee fortbe aboie 

2. Messm Bbagwati Prasad i Co , Bp-ks'l ert, Abgarh, criered 
from the National Store*. Fort Bazar, Agra, the fo loaiag — 

2 Dor Ink botles _ at Rt 3 4.9 per doz 

j6 Vi titJDg Fads __ at Rt 1 a-i each. 

JO *E ack B rd’ Fountaio Pens _ at Rs. 3 5-o ea h- 

Terms 2 per cent- tra-*e D scousu. Per Pa'seeger train, carnage 

Prepare an Order in correcl form 

3 Snppo'ing the goods as above were duly supplied. Make 0“I an 
invoice Eipens*' Pe ng— 

Packing—Rs. 9 6 o carnage — Fa 0-14 3 

W nte also the advic- sole 

4. The Indian ores, 12, Meston Road, Cawnpor*. haie s d to 
Nfessrs. Jinki Pr-sad and Sons, General Slerchasts, Piliblij — 

2 Doz Hair Brashes ... at Rs. 7'6.o pet doz. 

3 Doz. Felt Caps » a Rs. 4S-0-0 per doz. 

3 Doz Sweaters _ a. Rs. 3^4-0 p>*r dot 

Doz. HoS*s (Silk) _ a* Rs. (4.S-0 p*r doz. 
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D scouDt allowed at 5 ^, and on cash payment withm 15 days 

Expenses for packing and coolie regiectiT^iy were — Rs i 29 and 
Re 060 G&ods were dispatched Pet Passenger Tram, carnage to be 
paid by the buyers on delivery Prepare the mvoice 

5 Furniture Supply Co. of BtreiOy hare supplied to Hamid 
and Sons <2 Park Lane, Lucknow — 

30 Tables at Rs 10 8 o each 

3 Do I Chairs at Rs 25 per dor 

to Office Alimrahs at Rs 32 00 each 

5 Steel Safes at Rs 47 5 o each 

Discount on safes ana Alnunhs at 5 % Charges for packing and 
cartage Rs S 8 o and Rs i 3 6 

Make our in proper style ao invoiee for the above 

6 Suppose the Aliniiabs in the above were to be charged at Rs 30 
each flaw should the mistake be corrected 1 Prepare the necessary 

7 What IS an Export Invoice how does it differ from an Inland 
Invocef From Che following paniculart prepare a Foreign Invoice — 

Sold by Messrs Martin tod Sons Manchester to Indulp Batirainji 
and Co Surat 30 Pieces of Ctey Shirtings each » yds x * ft »t 8d 
per ytl packed in two bales, marked thus 

|y\A and shipped foe s s * Union Charges 
^0 5 Packing 7/8 carriage to Liverpool and Freight 
to Surat 10/9 Insurance, etc 14/6 comtnission 


8 S N Dhatnagar and Sons Perfumers. Lucknow, had the 

following transactions with Hamid and Co Siiapnr — 

Match I Sent a statemeiit to Hea d and Cd for goods supplied 

during February amount to Rs tg 10 6 

March 4 Sold them goods value Rs 3^*5 6 
„ 7 Hamid and Co setotned aiticfes value Rs 2 ro-o 

, 15, Sent goods to them 0/ Rs *349 

„ 19 Sent C)N for overcharge of 5 as. 8 p in the invoice of 

iSih inst 

, 23 Hamid and Co , lemiited • m/o for Rs 20 

, 27 Supplied goods value Rs •* 9 8 

29, Received a cheque fot Rs 40 
„ 30 Sent a D/N fot the ntidetcastiog of invoice of ayth lost 
by Re S 

Make oui in proper form 3 statement of a/e as on the ist of April 

9 oupposinc ihe balance of «|c (in the above slttemenl) is remitted 
tn full settlement prepare m coraplefe form a Receipt for the same. 


19 



CHAPTER XIV 


Agents and Middlemen 

In most trades, both wholesale and retail, trans- 
actions are settled and business is done not directly 
by the buyers and the sellers, but through the help of 
certain persons, commonly called AgenlS. 

Need lor Agents —In certain kinds of trade® it is 
practically impossible to carry on bu-iness without 
the assistance or intervention of these middlemen or 
intermediaries as they are sometimes called 

These middlemen help m moving the goods, 
in their onward flow, from the producer or 
manufacturer to the consumer In fact, it is they 
who arrange for the marketing of goods pro- 
duced by others They generally act between the 
wholesalers and the retailers, and their mam func- 
tion IS to bring the buyers and the sellers together 
on the market They settle the prices and other terms 
of transactions and undertake to carry these out on 
behalf of the real parties The agents by keeping 
themselves in close touch with the retailers are able 
to know thei'' exact requirements Thev secure 
orders by showing the actual goods or their samples 
and price lists, and thus they help the manufacturers 
and wholesale dealers, greatlv in their business 

So useful and so necessarv are the services of these 
middlemen and intermediaries in the Foreign Trade 
that no business can be done at all without them 

The student must be familiar with the way in 
which the local trade in cereals, cotton, sugar, etc , 
IS carried on in our towns and cities. The farmers 
bring their produce to Arahtias (that i®, the local 
Agents) who arrange for the sale, wholesale or 
retail, at the prices ruling in the market These 
Agents charge for tbeir services either from the 
buyer or from the seller or from both, in accordance 
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With local customs of each Particular trade. The 
producers resort to fixed agents according to their 
own facilities and connections 

Meaning Ol Agency— The terin ‘agency’ means the 
relationship existing between two persons or parties 
such that one of them is able to enter into contracts 
on behalf of the other, and also the acts of one are 
legally binding on the other It is based on the inten- 
tion between two persons that for certain acts done 
by one of them the other shall be responsible. 

It will thus be seen that an Agent or middleman is 
one who buys or sails for oM>ars, or /« antrusfad 
with the business of others The person for whom 
an Aeent acts is known as his Principal or Em- 
ployer 

The terms arranged by an agent are binding upon 
bis principal, provided they are made in the usual 
course of business Every manager, clerk, or work- 
man in a business is thu« as agent to some extent 

A Mercaotlle A^eot ts therefore one who m the 
ordinary course of hi« business as agent bas authori- 
ty to buy or sell goods to consign goods for sale, or 
to borrow money for his principal by pledging the 
goods 

Considered from the point of authority agents may 
be divided into two broad classes — 

(Jeneral Agents ere all tbosepersons filling posts 
or positions of a general nalure and having authority 
to act in ail matters pertaining to a certain business, 
e g , the manager of a firm or company A general 
agent has, m relation to third parties, full apparent 
authority due to his position or employment 

Particular or Special Agents are persons 
employed to work in a particular capacity or for a 
particular job The principal U not responsible for 
the act of a particular agent if he does something 
beyond the scope or limits of his assigned duties 
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The nature and extent of aulboritv of an ®genT 
may be defined in writmg or implied from the ci- 
cumstances or conduct 

Kinds ol Agents — Acco-dmgto the wori and dafi^s 
entrUBted to agent's ther are classified as — 

(q) a Broker (or Dattal) IS an agent wfao settle* a 
transaction between the buyer and the seller, orbuTS 
and sells anr commoditT for them The charge mad® 
br a broker for hi5 semces is called Brokerog^ (cr 
Vallali) It IS generally calcnlated at a fixed percent- 
age on the purchase or sale price of good® fie doe® 
not have actual poises loo of the goc^s, nor doe® he 
act in hxs own name, and so is not personallv 
responsible for the contracts made through him, 

(6) A Factor is an agent who buys and «eUs tfi f is 
oicn naire the goods belonging to his pnocips! , be 
possesses as well as mansg®* tbs prop^’^tr m goo^s 
belonging to others It is al*o his dntv to keep hi« 
principal well inforned of the marlet conditions froa 
time to time, and to trr to obtain the be't possible 
terms for the principal The remuneration allowed 
toa factor for bis «emces is hnuwn as eor'-nis'toi 

(c) A ConiOiissioD Agent i® one v-ho does not 
possess the goods, but only their samples Bv show- 
ing these samples be secures orders, which are 
executed directlv by the F-incipal He onlr ge’f 
commission on each order at a certain rate pe’’ cent 
He IS reallv a Selling Agent 

(d) An Auctioneer IS a person who is aathor,sed 
to sell goods at an aucticn. He charge® a com 
mission for his services, and can re am Tegal 
possession of the propertv entmsted to him for sale 
fie must not onlv secure the best terms ob^ajca^le 
for bis p'-mcipal but also take prope*' care of the 
goods in his possession 

An auction is a public place where the article® 
to be sold are */ uocJed For^t’ to the higbe't b dde’’ 
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The completion of a sale by auctioa of an aiticle 
is indicated (rather used to be indicated) by the 
auctioneer by strikine a bail with a small hammer, 
hence the term 'knocked down.’ Before this any 
bidder may take hack his bid, but not afterwards. 

The price below which an auctioneer is not 
authorised to sell off a thing is known as the Reserve 
Price When there js no reserr© price, that is, 
Without Reserve price, the highest bidder becomes 
the owner 

The lowest price at which the bidding starts is 
called the Upset Price. 

Bid is the offer of a price for an article, exposed 
for sale at an auction 

i3ucA Auction or the “CAeopjac/,” is a method 
according to which the auctioneer starts the sale of 
an article at a higher price and gradually lowers 
it down till a sale IS effected or the article witb« 
drawn 

(e) A 'Del Credere' Agreemeol is one by which an 
agent holds himself responsible for the payment 
of goods sold through bun. Besides his usual corn* 
mission, he makes an extra charge, which is known 
as the 'Del Credere’ commisson Such an agent is 
called the 'Del Credere Agent. 

Difference lirlwcen a Itrokcr-anil a Foclor. 


<1) A Broker deals m the (J) A Factor deals m his 
name of his prmci- own name 

pals 

<2) Ho te not personolly (2) He is personally 
responsible to the liable for his acts 

parties 
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{3) He IS given the right 
of buying or selling 
goods, but not the 
right of possessing 
them 


(3) He has the right of 
po'^sessing as well 
as disposing of the 
goods of fais princi- 
pal 


(4) He is employed for 
a particular traosac 
tion only 


(4) He carries on the 
business of bis prin- 
cipal regularly 


Besides the above there are a few more types of 
agents whose services are utili'^^ed mainly in the 
Foreign Trade : — 

Importing Agents, who import goods from abroad 
in accordance nith the instructions of their pricci- 
pats 

Gleaniog Agents are tbo«e who are concerned with 
the work of taking delivery of goods at the portSi 
after undergoing the necessary cu«foms /oriria/itiM 5 
and then forwarding them to tbet>' principals tinag 
in the inteiior 

Exporting Agents, similarly, arrange at the ports 
for the export of goods of their principal®, to foreign 
countries 

Packing and Foruardiog Agents are persons em- 
ployed to collect and forward goods on behalf of 
others They are especially tiece®sary in the consign 
ment of goods abroad, though their services are 
inoispensable to Home Trader sometimes. 

A Contract Note is a short statement or memoran- 
dum sent by a broker or agent to his principal 
advising bira of the purchase or sale of good® It 
contains a brief record of the transaction arranged by 
the agent 

The 27ote which is sent to the buyer is called a 
Boogbt Note, and that sent to tbe seller is known as 
a Sold Note The following are the specimens • — 
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Bouglit Note 



Sukba Naad Sblam Lai Sons 

HM 


Cotton Brokers, 




2 

stbias ijtb March, igjs 


Messrs Jac’i 

an Murarji S. Sods, 




955, Kalbad 

VI Road, Bomba; 




\\ e ha’' 

e this day boucht fo 

foat account a 



of ginned CoUuQ of L Uarcband 

Rii Ourga Das 

flathras 





Rs as 

p» 

Cost 

of bales ® Rs 4$ 


4,S“o 0 

0 

Add 

Out oommissioD ® 3 


113 S 

0 




46ii 9 0 j 

Dil’Viry 

Prampi 




Paymint 

5% 

Shiam Lai, 




fot S N S L 

i.s.„ 



Soil! Note 



Sakba naod Sblam L«I t Sons 


Cattoa Brokert, 



Hathias, 17th March, 1935 

Setb Hsfcband 1 

vai Dutga Das, 

Cotton Mercbaois, 



Kila Hathkas 


Sold for 5 

. our accoont at oor pablic salft this day— ' 



Rs B p 

too bales 

. of ginaed Cotton @ 8s 45 

4,500 0 0 

Less Out 

commission® Rs 2}^% 

113 8 0 



4,jS7 8 0 

DiUverj Pi' 

jmpt 


Payment 5 

y cash Sh 

for S N S 

ram La). 

L. & Sods. 
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A CODSi^Dtnent is a shipment of goods sent to an 
agent, chiefly in a foreign country, for being sold at 
the best prices obtainable The parson who ccnsigns 
goods IS called the Consignor , and the person, to 
whom the goods are consigned is known as the Con- 
signee 

Ad Accooot Sales (A./S) — When a consignment is 
sold off, the factor or agent renders to the consignor 
a full statement of the sales made It shows the 
prices at which each lot of goods was sold , charges 
and expenses incurred , his commission (on the gross 
sales) and the net balance owing to the consignor 
It 18 prepared as follows — 


Agent's Account Sales 


ACCOUNT SALKS of 40 Bales of Jute ex 
S S "Niagra” from Calcutta , sold by Merchant & 
Co , for account and risk of Messrs Warbeck & Sons] 
Calcutta 


40 Bales Jute— 


35° ( 9 /: 

Less charges 

Freight on 350 Tons 0 2/6 

Dock Dues 

War e housing Exps 

Fire III surance on 8co@ 

Commi ss lon Q 7^ 

Net Proceeds 
Sydney August 7, 1935 


646 lOj 9 
Sttrehant Sc C» 
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Broker's Account Sales 


ACCOUNT SALES of 40 Bales of Bengal Jute 
Steamer “Niagra" from Calcutta, sold at auction by] 
other and for account of Messrs Warbeck & Sons. 


o Bi!ei June — 


Tare lad Draft 


Lets chargee 

^alet and Advt Capent't 
Uioke»se at }i per cent 


Attrehant & C». 


Test Questions 


1 Who ate Agents of in ddlemeo . what poiposc do thej serve 7 
Give theit classes 

2 Name the chief mercantile agents and describe (he fuQctiObs of 

3 Is there any difference between the lights and duties of a Factor 
and of a BtoWer ? Explain 

4 What IS a It irelfff asmmtnr t 

5 DrscT he briefly how ‘Dallah or Brokers aiinnge for the sale of 
cotton, sugar, wheat, etc in ont local markets 

6 Foini out the diRetence, if any, between Oncount and Comtnissio]) 

7 \\ nte a ihort noiet on aa Auction using the following terms — 
Resetve Price, Cp set price. Bid, and Ho knock down ’ 

g What IS a Contract Note ? I repaie thos* used hf a broker when 
he has arranged a iransactioa between • hnyee and a seller 





298 


BUSINESS 


9 \\ hat IS an Accoant Sales when is it used ? From the following 

partiCDlsrs prepare one —150 Bales of coffee irx S S Nile from 
Jama ca, sold bj T K Shah &. Co , Kfadias, for and ci account o' 
Banner £. Coats. Grc's weight 140 tons, 6 ewt Tate and draf 34 
c*rt a gts. sold at C 3/3 Charges Dock Joes £ 2/1/6, 

Insurance £ 5/2, Freight £^ 71 *^ cartag* £ t/12/6 Unction 
Eapenses £ 1/4 , Bank charges, £ 1/6 Comntssioo ^ t ”/ 

10 On 23fd Febrearj, 193S D Mora , v.. Co., of Delhi cons geed 
per S S ‘Himalaja 5* Ton' of Oil seeds to the Eas'em Tra in'* Co, 
London, at Ks 9 8-0 pet eat. and paid Rs. 109 for expens»s up to the 
time of shipment. 

The consgnec took deJjrery of the goods ©a the rpib Varcb, and 
paid IS 10-6 for fieigH and 2 3-9 for watebowicg etc. The same 
day they aenl a Bank Draft for hall ih» salne of the cens)gDo«ci , taking 
a rupee equal to It 4d 

The coos gnmeat was sold as follows —24 tons at £ njgj pet 
ton and the re*t at £ tt $6 The cwntigoee pud tf^f for Fire 
Ibssnnoe and £ 3/3 for Sundry Expenses They areennledtos 
commi'sioa of $ ^ on «a!e$ Prepare an A/S la eonect form 

11 Make oat ao A/S for the lol’owing goods sold by S Slahtab 
L Co , Lseknow, on behalf of the Bengal Shoe Man fact ring Co , 
Calcntu — 

5 Cases assorted Shoes @ Bs. 36/8 per ca te , 

3 Cases Non Leather Sbo*t @ Rs. 2^/ per case , 

Charges —Cartage Rs. 15 .for.ge Rs to , 

Packing Rs. S , AdTcrtisiog Rs S 
CommiS' CO at 4 ^ on gross amoont. 

Terms sodays fight Draft. ^Aiaonct paid 10 adrair— Rs. lOO 


CHAPTER XV 

(tanks and Cheques 

A Bank ,s a pUce where people (mostly the nier< 
chants) deposit their money and withdraw it when 
required, and where other financial and credit busi- 
ness in done A. Bank receives deposits of money and 
allowes a certain rate of interest, and it lends the 
same money to those who require it at a higher rate 
This 13 why it is correctly said that "a Bank deals in 
money" that is, buys and sells the use of money, just 
as business men buy and sell goods The person 
who conducts the banking business is called a Banker. 

The number of banks is very large in the 
advanced countries such as U S A , Fngland and 
Germany where the system of banking is very highly 
organ'zed 

Kinds ol Banks —There are several kinds of banks, 
e 9, Commercial Bank«, Industrial Banks, Co>opera« 
tive Bank, and Ezebange Banks In tbe following 
pages we shall confine our atieotion to Commerctal 
or Trading Banks only 

Foncllons of a Bank —a modern Bank carries on 
numerous functions relating to money and credit, the 
chief ones may be grouped as follows — 

1 Receiving deposits of money in current and 
other accounts 

2 Giving money (o) m the form of withdrawals 
from current accounts or (6) by way of loans, 
overdrafts, and cash credits 

3 Discounting Billv of Exchange, Huodis, and 
Promissory Notes 

OrerdMltl— Sometiiats m D»nk »Uo'»s » customer t!> draw 
out from hiscurcenl*ccount»n«inoaBt m excess of the b.lincelohis 
credit The extent of the smoont so sllowed is sgteed upon and in 
most cases the customer has to pledge tome secuiity with the banter 
Interest of cosisc '« charged on the excess ameunt withdrawn 

a Cash Ctedit— In some conntnes t g Scailatid, a Banket to 
help a customer place! to his credit an agreed sum on the persona! seeu 

rity of two or more guaranlois The customer then draws out lum! as 
required and pays interest on the amount actoalljr withdrawn 
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4 Acting as a financial agent, bv — 

(q) Collecting and paying Cbeqje® fip ot 
Exchange and other tnttrum^nig, on beball cl 

its cu'=tomer« 

ib) I-=«=uing Bank Draft* ordinarv and circjlar 

Letter* of Credit 

(cl Giving Trad© Reference and supplving 
credit information , 

(t/) Helping customers in the purchase ana sale 
of Govt «Jecurities Bond* Share* Debenture*, etc 
(e) Making periodical payments on behalt ol its 
cu*totner* for insurance premiums *ub*cription6 
etc and collecting dividends on sh^re* and interest 
on Bonds and Debenture*, etc 

if) Taking charge of it* customer s ornaments 
and other valuables for safe custodv, and also actmg 

a- an administrator and executor at time® . 

(o) Financing inland and foreign t^e or 
making an advance on the ba*i* of Invoice*, tlailvray 
Receipts (or Bills of Lading) and other document* 

5 Issuing Bank ^ote- In most countries 
important banks are allowed to «sue Ihei*- own 
for instance the Bank of England Here m India <o 
far onlv the Gorte Cur^encv ^ote* are issued 
which are now managed bv tbeRe*erve Bank. 

Kinds Ol Acconnls —Two kinds of account are 
chieflr opened at a Bank— Corrcnl ACConntS and 
Deposit Accounts Savings Bank Accounts and Loan 
Accounts can also be opered at most banks 

A Currant a c or Drawing o' Open ac. is cue 

where money is placed and withdrawn bv 
customer at anv time Generallv speai-mg 
interest is allowed on such an account ard 
customer is required to keep a certain 
balance for instance Rs 500 bv the 
If tbi* balance fall* below Re 500 a charge of K= o 
made each half yearlv 

A Deposit or Fixed A e -Ic thi. »ccoi.ct irccev 
is deposited either for a fixed period cf 3. u, 1- me 
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or more, and to be taken out on demand or on giving 
a notice to the banker. . .v, 

Iniere'it is always allowed on such accounts, the 
rate varying gererally from U percent to 6 per 

^^^Wote-A'H^se-Sate Account. Some Banks have 
very recently adopted a new system for the sake 
encouraging thrift among the pnWic and thus 
collecting their Broall savings into sufficiently large 
sums The Bank supplies a small iron safe to his 
customer m which he can place money as saved The 
sS i« sent to the Bank once m three months or so 
the amount is taken out and credited to his 

Savings AcS It allows interest at a small rate 

A^lettM^is^" ometimes written to the bank when 

sending money for a Fil ed Deposit, as follows 

Kburja. 10th April, 1935 

1 Th0 

Kburja Branch 

°°w!'IU«8ndin8rou herewith hupjB, one thou- 
.nd (oarticuUrs «a under) to be pieced in onr name 

°””S.e hand the Deposit Receipt for the .mount 
to the bearer 

particulars— Yours faithfully, 

200 AmoloK liftm & Sons 

Cash .Are 

G C Notes 500 
Cheques 

1,000 


. . -RanV however, supply their own special 

forces lobe filled in by a customer who desires to 

pll« money ,n a Deposit Account 



302 


B■DSI^ESS TRAIM\G 


Appiicalion for Pjved Deposit 



THE IMPERINI, BANK OP INDiN 

No Sj 

(BiacchJ 

khcrja icib Npr 35 

Part cular — 



1 

INac ed a F led D»po t 



Kece pt a fatost of Aoolak 


•■no 

Kan and Soni for one thoo 



sajsd rrpees for Smooths 


*1 4^ per ansam 


^ 

Fcf Amo aV Ran and So s. 


1 oao o o 

(sd ) Siinti 


Each time a fixed deposit is made, a receipt, called 
a Deposit Beceipt is given to the depositor 
Fixed Deposit Receipl 


THE ISrPERlAL BA^E OF IK^DIA 

(Aot Tran$/er6ble) 

yp 13 Kburja, 10th April, 3o 

j DUE 10th Oct 193o | 

Keceived from Seth Amolak Earn &, Bone, Hupees 
one thou«and onlv, as a Fixed Deposit, repavahle six 
months after date with interest at the rate of 4 per 
cent per annum 

For the Imperial Bant of India 
Entered* — (Sd ) fc L Agarical, 

G Cband Cashter -^gent 

H Prasad Accountant 


After SIX months when the roonev is withdrawn 
bv the deposit this Receipt will be returned to the 
Bant duly acknowledging the receipt of monev on its 
back as follows — 

Received Payment— 

Rs 

Principal 1 000 

Interest 2il 


1 anna 


For Aoj’olak Ram A Sons 




Shantt Lol 
Stamp 
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IIow lo open a Current a/c with a ISank 
Generally speaking, when a merchant desires to 
open a current account with a bank for the first time, 
he has to introduce himself (if he is not already well* 
known) to the Manager or Agent through some old 
customer ut the Bark or some respectable person. 
This introduction may take place either orally or in 
writing 

The AuloSraph Book -When the Banker has 
decided lo open an account of the customer, his 
name, address and occupation will be written in the 
Autograph (signature) Book The customer will be 
asked to make his signature in t>>is Book, just in the 
same way as ho would sign the chefiues loter on, 

A slip containing his Bignoture will also bo gi^en to 

the Cashier for comparison with the signatures on 


checiuos , . V , 

Ai-/ — 1 If It 15 # firm oe irsitnefship thji iletitcs lo ripen nn leeeunt, 
not only ihc hrm s name ».il1 I e wciuen m the S cn-Mi rt liuok, but alas 
each pitina will have to t'k" h.s..wo name Thi- i> Iceaitae m a firm 
cnoli iiuinet nn ai^ii im behalf of ihe firm If only one or two partners 
are siJi. cully kuihoriircl lo njn che<|ue5 ihufact ha» to be mentioned at 
the liini. If e h>. ounl ll bcinf* opened 

y In the caie of e Joint Stock Company itisnlwnyi the Director, 
Manaiji r, or the -etret iry who i« lecally eutborued to $i»n cheques and 

Throe small books will then bo supplied to the 
customer, tree of any chargo-(l) A Pass book, (2) 
A Paying-in Slip Book, and (d) A Cheque Book. 

Tbe Pass Book is a snmll ledger containing a copy 
of the Current Account of the customer in the books 
of tho Bank. It has a dato-wjso record of all sums 
rcceittii and p‘inl by the Bank on behalf of tho 
customer Deposits into tho Bank are ontorod in 
tho Dr (dobiO column, and withdrawals in tho Cr. 
(Credit) column of the Pass Book. The balanco is 
also shown trom day today. rr 

This book remains with the customer, but at fre* 
ouent iiitorvals, it is sent to tho Bank so that the 
account may be written up-to-date Bolow is a 
specimen of a Pass Book. 
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The Beconclllatlon Statement —At the time of clos- 
ing the books of account a merchant compares the 
Pass Book with the ‘Bank Account’ as kept in his 
Cash Book TJaually, the balance shown by the Pass 
Book does not agree with the balance of the Bank 
Account in the Cash Book The difference is often 
due to — 

(а) Cheques orawn on the Bank may not have 
been cashed at the time the Pass Book was 
written up. 

(б) Cheques paid into the Bank may not have 
been collected yet 

(c) Bank charges, commission, etc , may have 
been shown in the pass Book, but not in the Cash 
Book 

(dl Interest allowed or charged by the Bank 
may have been entered in the Pass Book, nnd not 
in the Cash Book 

To reconcile thesediflerencea a statement is there 
fore prepared It is known as the Reconetliaiton 
Statement 

Example— SapposQ on a particular date- the ba- 
lance shown by your Pass Book is He l,I6I-5-0, 
whereas in the Cash Book it is EU 1,064-15 0 You 
also learn that cheques issued to the following 
persons have not yet been presented for payment — 

Bam & Co Bs 150. 

Shiam & Sons Rs 175 

And, the cheques as noted below were sent to 
Bank, but not yet collected— 

Rs a p 

The Peoples Bank Lti . . IDO 8 0 

The Allahabad Bank Ltd 85 0 0 

The Bank of Northern India . 30 8 0 

20 
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Tbe Bank charged R*? 18-11 6 as coainjiF'jon ; acd 
allowea interest Rs 6-1 6 Thev irere entered in the 
Pa'S Book, hnt not m the Cash Book. 

The Eeconciliation Slatemenl trill be prepared 

thus 


Bilancf »' ppt Ctitj Bopk 

Pljt cheqoes otit yet 

rit!' in eres* aDoireS Vy Bunt 

r 

s. p- 

_ 1,064 35 0 

_ 5-5 0 « 

_ 6 J d 

Less Cbegnes nnt yet col -c'ea_ 
Less Binls Couxaissiro _ 

Bt a. ji. 
216 0 0 

iS 11 6 

1.306 c 0 

234 *i 6 

So tfs r «/*»■ ^ats 


x,j6j S •0 

Tbe «o* 3ieere“licjOB ^ o e»enl ctc 13 V prepares Vr rasssj 
eritblbe Pass Toot bat&nc-tbns — 

Baaup. 

Balance as per r«s' Took _ i.lfi 5 e 

ra».> 

%aa cbeguM n ft trt epneetea_ si6 c n 

Aaa Bank conaii»sj-'o ^ ii 6 sj ^ 

Les* Cheques nett ^ei ea^hed _ 
Les* In' Wes' '’7 Pant _ 

Xs. a J1. 

e 3 « 

j -ofe tj 6 

331 j 


^ cr e c /”▼ Cat I'm'l _ j.-rr^r J5 ® 


Pajicg Id Sbp Book — ^Thi® hook conia^i® s^aJl 
pnntea slips on trhieb a--e ente^td IhedetEiIsirf the 
monej sent tf a customer to the Banl fr' i>e.ng 
credited lo iis account. Tie'ei’o'^s s’^e sJ«o fcnotm 
as Cndit cr Xfepo'iTt Sltpr Gene’‘ally. ac-edit sL? 
has Its count erfoil along trith at, and it .= signed hr 
the cashier at the Bank to se'^e a® a reoe pt for the 
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TJie Cheque Book — It contains printed forms of 
cheques 25 50 100 or more in each The forms are 
numbered serially and each is made up of tvro part®, 
the Tight portion (larger) being the cheque itself, and 
the left one (smaller) the counterfoil 

At the end of the Chf^que Book there is usuallr 
an Application Form, which is used for getting a 
new cheque book from the bank when all the Cheque® 
in the book are used up 


(Application Form) 


5 


li* 




I 


£ ‘5 


No. 19 — 

ol)ft ”3mperlal ^ank of 3n6ia. 

KHURJA 

Please deliver hearer Q new Cheque 

tend br po»t 

Book confarnrn^ forms 

Stg 

Address 


(A* a meu» cf prervotioc pott'hh frtoi CuttOTOerttie 
inoft ttrseotly requesled to um tbu order form wkwr 
ordenocr a new Cbeqtte Book) 
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{ Counterfoil) 
No 


19 


/is 


(Cheque Form) 

(CAegue) 
Khurja 


} No 


THE IMPERIAL BANK OF 
INDIA, {Branch) 


(Sip) 


WheDev«r nene;r be witbdnwo (tern <be Bank, ese oi the 
Cheque forme la Blled up n tnk t gaed and «ent to the Back, or g *eo 
to (he pereoB who it Co reterre mooef 


Cheques 

In all advanced countries cheques have become 
the * busivesivien s currency , since the; are the best 
medium of payment for home transactions In the 
big commercial centres of the world, such as London, 
New York Hamburg Pans, Bombay Calcutta etc, 
payments worth crores of pounds or rupees are made 
by means of cheques Come and Notes circulating 
withm a country are never enough for the require 
meats of the businessmen and it is only through 
cheques that they are able to carry on such a huge 
trade 

Legal DetlDUion ot a Cheque — a. cheque is an 
unconditional order in writing drawn upon a specified 
banker, signed by the maker, directing the banker to 
pay on demand a sum certain in money to or to the 
order of a person named therein 
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When analysed this definition means that a true 
cheque must fulfil the following requirements — 

(1) That the order contained in the cheque must 
be unconditional, that is, there should be nothmg hte 
a condition or obligation attached to it 

U) The order must be in tenting dnd clearly 
expressed. 

(3) It must be drawn on a banl that really 
exists under the name mentioned 

(4) It must be signed by the drawer or maker of 
the cheque 

(5) The payment should be on demand, that i«f 
]ust when the cheque is presented 

(6) The sum to be paid should be a definite 
amount 

(7) The payment should be made to the person 
whose name is mentioned in the cheque, or to the 
person who takes it to the bank 

Thus, any document that fails to fulfil all the 
above conditions will not be regarded as a valid 
cheque m the eye of the law 


Specimen Cbegaes 

0 ) 
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I J/o 

December, 1935 j 

In favour of — i 

L Earn Lai & * 
Sods, m payment I 
of our account 


I No 86 

? Khufja, 15th December, 19S5 

1 Tbe Imperial Bank of India 

2 (Branch) 

1 Pay Laia Ram Lai & Sons, 
( or Order rupees Two hundred 
j only 

Mukal Lai & Sons 


fes --iOO 




Parties to a cbeooe -Generallr. there ore three 
parties to a cheque 

TO .» fhnnersoD who draws, that ib» 
(1) The Drawer is the persvu 

writes and si8n« o oheque 

nmV on whom the cheque 
(!) Thu Drawee is the BaoK on waam 

IS drawn norson to whom the miner 

(3) The Payee » ‘h" 

'"’wndTol Cheques -Cheques are of two tinds- 

^“rrearer Cheque is o~ .» w^hj^h “e^ worfs Or 
Bearer are *”“f"e_Vhe bearer or holder of the 

:htne"“.hat'’i;!S Lr »» 

Ori° “a«"w'rS“ .«er"tb“ ^ee’s" An 
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Order Cbeqoe is payable to the person Daaed m the 
cheque, or to some other person to whom th® payee 
may like the money to be given 

Vo f— VC/n-i X 're'ioBj »i» tli«- iBTolurg *,~y chtr^f in tie 
d»t“, *no“ci, catae rf tie payee p’aee of parnKO’^ and tie cxossiag of a 
cheque. The dravex alone an aaie for aHotr to b* cade) any tnt era! 
alte-BUcm aid the aaiae ahonld be lanaDed by bin. 

A ‘Bisrrr Ci'^' can be cocrered 12*0 as ‘CV_-r Ci.r'^ hr 
any on« of the panes, hr aeiolj criktog on; th“ srted ‘Beam’ , be* 
an ‘Ordei Cheque can h« turned into a ‘Hearer Ch'-ja*^ only ‘S’ lb* 
©xairef, ■’rho cost initial the change. 

If a banker pars a cbeqn* banng «os» ca era! a'beranca and 
wahoct proper iniaaling the diaarer, be does so a iis own nsk. 

An order cheque requiires 2n endoreement befo'e 
it can be transferred or cashed. 

\To endor«e means to sign on the bach of a docn- 
mentl 

Endorsenenl— The signing by the pavee of h.s 
name (with or withont other word') on the baci: of 
an {?rder Chtgve is known as endor«ement. It ts 
necessary when the pavee de«ires to ca«h the cheque 
or transfer his rights in the cheque to some other 
per'son. 

The per'on who endor'e' a cheque is called the 
.£'nrfor?pr, and the person to whom the cheque is 
endorsed is called the Eniort^^ 

Effect cl EadorsBlj S Qeqoe— The legal ti.je 10 a Heater Cbeqne 
can be ttans'eired snnp^ <f lhal m by handing E cm to Ow 

transferee. 

Ent in the case of an Order Cheque as has been poifl’ed on abore, 
Ereqniresfirs m ''rsemrrimxiAih^^li-rrjr 

The endorsee thus a"q'naes foil rgt trf p'r’p'Vy and possess os in 
the cheque and can also fci'ber negotia e or ira"^eT it- Etc the 
endorser can, if he IT-es, restrict its fnr'aer negoaajon ir pimng d -^o 
a BcitniJrpt £ts prz m at as eapajr’d la er on. 

Tins when an Or 3 "T Cbeqne IS tn 1 >“ paid br a basVer i“ word 
alwETs b» CEiefcl to see tha* s' ispeopcrly endo’a-d, and if h' nglr'y 
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obeys the tnstractinns of his castomer (lUt is the drsviti) arid pays the 
•mount as directed the Cher^ue can be regarded ai proof of payment 

torgni Cn hr ftt / ir— If a banter pays iDDOcenily an Order Cheque, 
which IS regoiar >!> f very lespeet bv betn t larged tti'JotKmecX he fs 
safe and the loss wiJ) fall on the drawer or (be endorser Thw « because 
while a banVer must Voow srbether the drawer s signature is genuine 
Of not he cannot be expected to know the stgoatare or sicnatates of the 

endorsers 

Kinds — A.I1 EndoisameTtl may 

(1) Genera] or Blanic, (2) Special or Full, 
(3) Restrictive, (4) Partial, <5) Conditional or QaaliBed, 

In a General or Blank P/idorsement the endorser 
merely signs his name, without mentioning the name 
ot any particular pereoo 

A General Endorsement on the specimen cheque 
going before would appear as - 


(Bacic of cheque 1 
Kam £>a( Sods 

16 5 1935 


Id a Special or Full £Jn<(or!,ement the endorser 
writes above hvs signature the name of the person 
to whom he wishes the money to b® paid, thus ~ 

(Back of cheque ) 

pay Lala Har Prasad Sbeo Datt Bav, 

Or Order 
Bam I/al & SoD« 

16 5_I935 

Nrlf—Mtet « Gcnetil or Eirforwawnt as Order chequ® 

becomej » Bf »ret ch-qur 
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A Geaen} EadoKfoteaz can, bowerer, be easiJy tuned lUofpeat] 
by toseiung the name of the tiusferee, above the sijnat’Jie of the 
tcitis{etoi 

In the Eestrictiie Endorsement the word 'only' is 
added after the name of the endorsee, thus restrjctmg 
further transfer of the cheque 


(Back of cheque) 

Pay L. Har Prasad Sbeo Datt Rai, only. 

Ram Lai & Sons. 

ie.S-l935v 


A Partial Endorsement is one by which the 
esdoTber intends to transfer to the endorsee only part 
of the amount payable Or it may purport to trans- 
fer the amount to two or more persons separately* 
But such an endorsement is regarded bk illegal unless 
It can be proved that the other amount has already 
been paid to the endorsee. 


(Back of Cheque.) 

Pay to Messrs. Har Prasad £heo Datt Rai 
Rupees ^One Bucdred only. 

Ram Lai & Sons. 

16-5-1?35. 


(^Suppose the above cheque was drawn for Rs. 150.) 

Somtimes the endorsee is made the agent of the 
endorser by putting down some such words a« — 

(.t) “Pav XYZ for my use»** of 
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(ti) “Pay Mohan or Order for the account of 
Sohan only “ 

A Conditional or Qualified Endorsement down 

some conditjon For azamplo, when the endorser of 
a cheque wishes to free biniBelf from any liability, he 
uses the words “Sans Bccoorse' meaninB without 
recourse to me 


(Back of cheque ) 

Pay L Har Prasad Sheo Datt Rai, 
Bans Recourse 
Ham La) & Sons 

H S.J935 


Bufea o{ Cotforseosgts— 

1 1( la th« body of • chequ« the payee’* name i> xurtnft^ pr 

he should, ivben endoninc cheque, write the nme, 
ipeltingaDd then the eotceet one just ander it, ifhethinkiFit. Tot example 
oee Fiatey Lai Shatma i* tike payee of • cheque, but hit name hat been 
spelled as i gate Lai Shaiina lie aboutd eodorte as foUowa -» 

/Vafe Zaf Siarina 
Z^arejr ZafSiarma 

If he Ignores the spcihngtof his name as given in the body of the 
cheque and writes in the cDdoisemeot those spellings which he is 
accustomed to, the cndocseteent will be wtoog aud the cheque '*>11 not 
be paid by the bank 

3, Simi arly, eodoisemenls ot/ewri/, though quite legal, are not 
recognised by bankers 

An endorsement ty mr-swr of a rubberstemp is not enough ooless 
ft IS initialled by a responsible person and also renhed by the backer 

3 A cheque drawn payable to a married woman, (say Mrs 
William Brown) should be elidoised by her ae follows —"Jant Brajin, 
wife of W. Brown ” 
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If ft chc^n* js fesTo la fiTwsr <rf ft »t)c;t3 13 Eftiae 

(ssT, Miss Mejt Svlces) »ad site ftfft lasjn-d la th» (ser, to H. 

£i3iib) *i.“ siosd eadwse by pirtJig ^ trorf ‘ bV *s 5*„e 

{Kee Sj ies)"’ 

A. Cbe^nei j«Ttb)e to P*rtat»sbjps or CitM sb^ i b* eadces^ br 
ftuy PBC of tie j^tBers to* by oo*6?eoftf3f *~bt>"is^)«sa*3.’j «tbe 
csoe ■»n**e3 13 Tie body of tj»- cbegaa. 

Tor exftsple, Messrs, ^sjtaft Eras S: Cii., t*p^»3r«rj fR,P 
SbftHaa, M S Siajr*, sad trbefs) «rtD sga is tie beads^itisg cf ose 
of tie pETtaer*. s*— 


"Si-srtrt Srct &. Ct‘* 

5- Cbegoes ptrsble » Ijtsred CosT’&sjessj-esdorsrf iylbe 
X^MSCtoTt tie Msaftcer. or lb“ SetT^ary *x — 

Tie Mee*ftaJ3* Co^ 

K Kesikfr 

Secetftjy 

(otDj-ojpi, or Jisatj*') 


Iisiorld *t* be opaei ss— 

H. ^cber 

Seo'tftTT ^D jeii PT or Mtas 
Tlie Jvew Wercactilr Cti^ L*i. 

la tbe laner esse i iBMastb*Tbe it siagtsiS »ot oa b'-bi’i o' tie 
xoapR~y bot 13 tis pe^cel ctpscr^ Sn^ *i ea4OTs«"Sient soi 
be ftceep ed by the j^syiag btafcei. 

6. A cbegoe ptreb'e to «» 2 re^ e persro sbos 3 by ead''T*d i'r 
baa by pntiiag bis ihtaab-iicp'e'SJOB orothei sswb sad tr'es'c’ * 
•wijie^ 

y, Ti es cotyery ftnd boaod^sncb ftsEs^, Ma, b'esst-. Miss, 
Mrs^ Baba, Dr., C*pt* a, **0., *tieb precede the seaw o' the 
23 the bxr’y of ft cheque, shoe d aot be rrs^ la lie •et'drcseraeats. 

-tales ftnd degrees added ftf er lie ttetoe «» *. lortb e. 

AVe — A* this rage lie mdealiss-’TJs-d » «»■' csnd^y-ebiS 
bis lieen •tid -ft-iih regard to *Sia*ATrtt^ ih She C"'tixn''T'^ESS® 
sectioa of this Boot 
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The following »re the lUnstrstive h»rmt of Endirnni/nii — 


p.,„ 

Cndoriements 

Correct 


Self 

IJ C Chmierji) 

J C C)>«««7> 

J C C Of J Chat 
terp 

SeWes 

(Gupta Bros & Co ) 

Gupta Bros &Co 

Gupta Bros or 

Gupta S; Co 

Ptetn Mohan Tendon 

Prem Mohan Ttndoo 
or P Mohan Tandon 
or P M Tandon 

P Tandon or Tandon 
only 

Hat Ciopal (illiterate) 

1 

II It Thumb Impien on or 
mark— x JIar Copat 
VVnness Jai K a ro 

Net hia thumb 
impreMiou or 

mstk alone— X 

Dr Maflcal Deo ^ 

M Q, B S 1 

htangal Deo or Mangat 
Vto 

M D . B S 

Dr Maegal Deo or 
Dr Maogal Deo 
M B . B S 

Piof S kulkatni I 

S Knikami 

Prof S Kulkarni 

Capt Malikdad Khan 

Malikdad Khan or 

Malikdad Khan Ctf* 

Cspt Matikdid or 
Capt M Khan 

S K Mulierv) (wrorg 
spelling) 

S K Maker;i, 

S K Mokeriee (right 
spelling) 

1 S K Mokerjee 

1 

J Smith (now dead) 

Tor ] Suitbi tienr; 
Paitnek Executor (or 1 
Admimsltator) 

Henry Patrick 

Trustees of J Smlh 

ForJ Smith 

C Morphie h 

{,'dSSS„ 

Chstles SmithJ 

Not s gned by all the 
^mstees Indjvj 
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Endoreo-xis. 

Fayee. 

CoTett. 

IncoireC- 

(\ otr ziiTned to Mi 
C. Gpci*) 

Kailash Cep's (nee 

Mma]). 

EiSesh Ji^rta.’. 

Mis. J FliiJoskai. 

Lilairaa Wife 

td J KitlosLai. 

La\sw&j Kir o^nx 
or J W».WV,.T- 

Hua Mai Biitgraa 
Das. 

Hua MaJ Lhaswra Das 
(by tnhet of ihe 
paitoei*). 

Hir* Ma.1, or Dijig 
ar&3 Das- 

Tbe Oaira Tradiog 
Co Ltd. 

FciTbe Uttoa Tindiss 
Co. I/d. A C ^err, 
SeeretMT 

P C. 3Iba.e, SroretsiT, 

1 Tbi- Uru'-o Tfsi 
j JsrCaL'd 

The CesAl of 

lodia, Ltd. 

1 

Tor Tbe CectnJ BtsV 
c^Iaha-Lti, P 

yrma, Maaajei. 

The Cntal Bask ef 
India Ltd. a 
> M. T reasa, 

‘ ifsats« 

The Serretaff, Pohhc 
5cm e Coa— 113* on ^ 

J 

Tor the Pc'ht Serri— 
CoEHEisSJOn y Slr2.^m,\ 
Secret* ij 

. J She ^on, S-ag*si 7 
' Pi.>je Sein-g 

CtsnmiEsos. 


Honour and Oiebonour of Clieques 

Presentment lor Payment— To preeent a ch€«3u© 

means to tate or send jt to ibe Bart on ■vrincb Jt is 
drawn, and demand payment of the amount mentioned 
in it 

The holder of a cheque must pre«ent it for pay- 
ment as early as possible because if he de’avg cn- 
neceesanly, and the Bank fails in the meantime, the 
drawer is di®ch3*‘ged from his own liability- 
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If banker pays cash for a cheque presented for 
payment, it is said to be ‘honoured, ‘met or 'taken 
up' 

But sometimes it happens that a cheque is dis- 
honoured, which may happen owing to the following 
causes — 

(1) When there js not enough money m the 
account of the Drawer to meet the cheque 

(2) When the Drawer has become insane, or when 
he has died and the Banker knows this fact 

(3) When the Drawer ban become bankrupt 
fDevalia) and the Banker knows this 

U) W/hen the Drawer (owing to some reasons) 
has himself asked the Banker not to pay This is 
known as an order of ‘countermand’. 

(5) When words and figures of the amount differ* 
or there is «ome other irregularity in the cheque 

(6) When a Cheque is mutilated or torn and 
pasted 

(7) When a cheque is presented long after its 
date 

(8) When the Banker has received a Oarntshee 
Order 

Garolsbeh Order — This is an order served by a 
court of Decree on a Bank prohibiting it from paying 
money belonging to the account of a person engaged 
in litigation, and who lias been declared as a judgment 
debtor The order is issued by the Court, on the 
application of tho creditor, and the whole balance m 
the account of the debtor is attached The bank, of 
course, is allowed to deduct from this balance any 
charge's or debt duo to him by the customer at the 
date of tha order 

Example— Suppose Mr X has to recover Rs 400 
from Mr Y and ho has obtained tho decree against 
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iixm Now, learning that Mr Y lias an account 
With a balance of Its 5W) wirb Bank Z, Mr S. msy 
obtain a Garni'hee Order from the Court, requiring 
the Bank to pav the amount of the decree into the 
Court 

If a Banker refuses to honour a cheque he 
indicate® the reason on the cheque by writing one of 
the following short form®, and return® it to the 
holder — 

R/D=Refer to Drawer 

N/A— No advice 

N/S=Not Sufficient Fund® 

N/F^No Funds. 

I/F=Insnfficient Funds. 

Or he may write ‘not »<» order', *irregular*, 
*tncomplete', etc^ as required 

Jielettfm « Banltr end kis Cm ifntr Sf loaj as tbe 

cmo£B*r his a credit biUsee sa tiisacconm be o et cyies tb^potitica 
the eredror, sod tbe BiaVcr tbit of the debtor Bel if there is a 
debit biliBce tbeir po® U08« aieebsofe^ Tbas tbecesenl teliDRi 
belwetfi a Bi&Ver lod a ecaoaer ts tbit of a delror asd er*di 'c. 

Ifl tbe cate ofa eerrent a/c opened by a castoaet.tbe Eisbertf 
bound to p*j back the looetil by bonoBua; the cbeqa-s issued by the 

CUSoner, Bp to tbe extent of tbe oed t bilanoe So, a Banber Canute 
refnse payaent of cbetjne* so ibe nsnal cobis*. exce;X for xeasoas 
poiiTed out above, otbennss be sbalJ b- liable for dasatg^s, as a 
dishonoured cbe^ne geneixTly aSecls adr^isidj tbe credit eftbe enstraer 

SuMlsrly She Bsnber l e u tt obey tbe lasratioas of hit emfoaer, for 
instance, those relating to Crossjir ‘Or’er or Be«i»r,’ etc. Ifeuehr"®- 
tmciions are disregarded by a Eanlter be cannot debrt the atconnl of tbe 
ccs*oraer srith the anoent that be eay hare so paid. This raeast that » 
Eanher is supposed So ino* correGly the ees'ociej's s gna ere and if » 
che'jueon which the I>rawei’s ngnatcre is f rged, is j:*jd bribe Ea her, 
he wjU bare So bear tbe loss himse f cot si if th» en-'o's^si'nl 

IS foijed, and ibe cbeqn- ss »n perfect o»der in other respeCs. 

AHarked or Certllled Cbeqoe-Sometimes when a 
cheque for a rather large aum is received at a Bank, 
it IS signed and returned to the pavee, thus indicat- 
ing that drawer has sufficient balance in his account 
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and the cheque may be presented for payment by a 
certain date when it will bo honoured The Banker 
will in the meantime make arrangement to have the 
required cash to meet the cheque Some such words 
as ‘Good /or payment tf presented before are 

inserted by the Bank 

A Oheqae miy be marked at the request of either 
(o) the drawer (b) the payee or (e) the eolleetmg 
banket The effaet of marking is that the cheque 
becomes more reliable 

Notice 111 DIS honour -If a cheque IS dishonoured 
the holder must give notice in writing to the Drawer 
or the Endorsers (if any) whomsoever he wants to 
make liable 

It may be expressed as follow* — 

Notice of Dishonour 


Mandi, Hapur, 
21st December, 1935 

L Mukat Lai & Sons. 

Grain Merchants, Khurja 

w" regret to inform you that your Cheque 
Wr, sfi value Rs 200 drawn on the Imperial 

£„k of India, was dishonoured when presented, 

““wfeStose the sard Cheque a. d must request 
for an early payment yours, 

.Rom Lai & Sons 


„ a Choqoe 10 LotUr^SMe^h-N^tioe^sh^^^^^ 

|‘.Tto‘.?oTpa°m«»! 

m the news papers, if possible 

21 
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The la-wful holder Ehonld then write to the draws’- 
e.’^twg hvn to i‘^«'u6 ancthe" cap^ of ti® The 

•drawer mav, howere*, demand froa tn® hold-*-* as 
indemnity against lo'» an.'^mg from the Ion Cheese 

Twii ma itng loss of Che<]ue 


Bapur, 21 ei Pec-, 15S5. 
Jlecsrs '^dnhai L.al & Song, 

Gram Merchants, ^-orja. 

Pear Sirs, 

Tifi regret rery mnch to h*ms to yonr not-o** 
that yonr Cbegtie S5 for K* 200 on the 
ImpetiB] Bant of India, has i>een Jort. FJea«e 
a«l, at once the Bant to stop payaent asd tssne 
a duplicate of the same. 

Tours faithfullr, 
Be-> XM d: Sct'k . 


Crossings oa Cheqces 

To draw two Tran^Terse parallel line® £C*o'S lie 
face of a cheque means to cto*« at- It undone to male 
a. cheque more safe, smce » c*ci==ed cheque i« parafe 
to the holder "of <frrrrf/jr. bj* throvsh cif er &5' i 
only. 

Kinds,— C*o’=;Emgs on cheque' are cf two tmd® — 
General and SpenaL 

A Gcncrtl Crossicg i' that on which simply two 
Iran 'Terse pa*allei line* are drawn ihro-gb a cheq,*e- 
wjth or wilhoat the a-ddit on of the ■wo-’ds & Co-" 
“Tot -hep5'tcWe% etc. 
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Forms of General Crossing 
(i) 



No 86 


15tb Dee , 1935 


The 

pf^^okpHbdla 


Messrs na 

fjt-'tal & Sods or Order 

rupees Two hundpetf 

only 

Hs 

200 

Mukat Lai & Sons 


(in) 
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(iv) 



A Special CrosslQg ts one where ID addition to the 
parallel lines the name of some Bank is also written* 
The words “2fot Negotiable,** “A/c Payee only**, etcv 
may or may cot be used ; and the same of the Bank 
may be written without drawing any line® at all. 


Forms of Special Crossing 
(i) 



Pay L Ram 
I hundred only. 
Bs. 200. 


Order rupees Two 
MuLat Lai & Sons. 


(u) 
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(»l) 


No 86 


ISlh Deo, 1935 


The 

ihot India. 

Pay 

hundred o. 


or Order rupees Two 

Ra 20Q 

Mukat Lai & Sons 


(iv) 


No 86 

>''^i\irja, 15tb Dec . 1935. 
The 

ot Order rupees Two 

Pay L 

hundred c 


Bs 200 

' »r Mutat L«1 S! Sou. 


CKect Ol Crossiog— Crossing is a material part of a 
cheque and a cheque 'ivhen crossed becomes more safe, 
because it can 6e cashed thrimsjh nnolher Banl. only 
The coUectjnR Bank will do >50 naturally for his own 
customers, or for those persons who are well known. 
So if such a cheque proves to be stolen after it hag 
been cashed, the Bank can easily End out the thief 

Bnles cl Crosslnfi— 1 The drawe< of a cheque may croas it 
generally ot spec ally 

2 If the drawer has ool crossed It at all any lubsequect holder may 
erossu genetall) or nec ally 

3 If a cheque is crossed geoecalli any holder may eross n specialty, 

4 If a cheque i» crossed specially the collecting bank may again 
cross It specially to another bank for collection 
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"ACCOUNT PaYKE ONLY**— These words when 
written as part of a crossing, general or special, 
(U serve as a notice to the collecting Bank that he 
should only credit the account of the payee with the 
amount collected and not pay it over at the counter. 
(2) They are sometimes aNo taken to mean that the 
Bank who has to collect the cheque should do so only 
if the payee has an account at the Bank. 

Thus a Cheque is made quUe safe by drawing it 'to 
0! der', and crossing if specially with the addition of the 
words ‘Not Negotiable’ ‘A/c Payee only, etc 

An Open Cheque — An uncrossed cheque 18 called 
an Open Cheque 

The Drawer alone can open a crossed cheque He 
should cancel the crossing and write ‘Pay Cash' 
adding hia signature thereto 

Note -tt'hen cheques are sent by post they should 
be crossed always 

A Forced Cheque is one on which the signature of 
either the Drawer or Endorser is forgel 

If a Bank pays a cheque on which the Drawer's 
name is forged, the toss fads on the Banker, because 
he IS bound to know correctly bis own customer s 
signature and hand writing 

A Stale Cheque is one which bears a date long 
since past, usually six mouths Banks refuse to pay 
stale cheques 

After a period of 3 years a cheque becomes value- 
less by law 

A Mulilated Cheque is one which is torn worn out, 
or otherwise, disfigured It will be refused by the 
bank 

Care Id Drawing a Cheque — The fir«t thing to 
remember is that the Cheque Book should be kept m 
a secure place, ' etter under lock and key, if possible 
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In filling up or writing a cheque the following 
particulars should be care/ally noted — 

1 Tbc Date should always be the same on which a 
cheque is actually drawn An Undated chequecannot 
be cashed as it will be returned by the Bank marked 
* Incomplete ' In this case the holder may insert any 
date which he thinks to be trne 

A Post dated Cheque is one which bears a date 
o/fer the true lime, e q.a cheque drawn on I2th 
December, 1935, may have been dated 14th December, 
1933 It cannot be cashed until the 14tb December 

.4n ^n /0 dated Cheque IS one which bears a date 
before the true time ,eg,a cheque drawn on the J2tb 
December, 1935, may have been dated as lOtb Dccem 
ber, 1935 Now a cheque tike this may or may not be 
Tefu«edby the Bank 

2 The Name ol the Payee should be written very 
clearly When money is with drawn for your own 
self or for Office use, write *Poy self (or Selvs) 

3 The Amoonl should be written both rn teordi 
in the body of the cheque, followed by ‘on/j; , and in 
^pures at the left bottom No space should be left 
of ter the tvords or figures expressing the amonnU for 
there is then some chance of forgery As for 
example, a cheque for pounds sn (£6) if drawn 
carelessly, may be changed *0 sixty (£60) Therefore, 
to effect as a further safeguard, in the crossing there 
may be written under six pounds' 

If the amount is altered by the drawer he should 
initial it 

4 The sfgnatore The drawer should make bis 
signature at the right-hand bottom, 7 ust in the same 
icay as he has done in the Signature Bool tctfh the Ban/ 
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The officer of a Company should give fais designa- 
tion under the signature as — 

(0 For The Capital Boot Bouse, 

Ram Lai, 

MAlfAOER. 

(ii) p p The Imperial Book Depot, Ltd , 

^ SI Banerjee, 

SECRET ARY 

5 Before tearing the cheque out of the Book, 
enter in the counterfoil at least the following — 

(o) Date, (i> ^ame of payee, (c) What the pay- 
ment IS for, (d) The amount in figures 

Advantages of keeping Bank Acconnts— Merchants 
as well as other persons derive several great advan 
tages by keeping tbeir accounts m Banks 

(1) By means of small slips, that is cheques money 
can be sent from one place to another with great 
ease and safety And the cheques which are paid 
away serve as a good proof of payment 

(2) Money can be borrowed (on Loan a/c) from a 
Bank at a lower rate of interest Also Bills of 
Exchange can be discounted and Demand Drafts and 
Letters of Credit can be bad from a Bank 

(3) A Bank acts as an agent of the customer since 
it receives and pays money on his behalf, and also 
collects Bills and Handles 

(4) A Bank is a sort of referee with regard to the 
credit honesty and respectability of its customers 
Itisal’^oa source of much useful information to 
busines'i men 

(5) It 13 a safe place for the keeping of money, 
valuable docucnents, ornaments etc 

(6) Trader's can do more business with the help of 
Banks and thus the trade and industry of a country 
increase 

ffence Ihe larger the number of Ban! s in a country 
the richer it is 



330 


BUSINESS TRAINING 


Test Questions 

1 Define a Bank, and ontliQC the natore of basiness done there 

2 ^ame tb* kinds of accounts that can be opened at a Bank U bat 
difference do you note in a Cnnent a/c and a Deposit a/c ? 

3 The Electric Trading Co of Khtirja ha* sent Rs. 300 to the 
Allahabad Back Ltd , Aiigarb to be deposited la a Sxed ale, 
interest at 4 per cent, per anonm Money to ^ withdrawn on (riving a 
week s notice Prepare and fill 10 a proper deposit slip and also make 
out a Receipt for same 

4 De'cnbe briefiy each of the follcMtag books — 

(a) Autograph Book, (i) Pass Book, (r) Fay n Slip Book, and 
(if) Cheque Book 

5 What IS the object of a Bank Recoocihation Statement ? Fre 
pare one to illustrate your answer 

6 Supposing you keep yont a/c with the National Bank of India 
i.td , Meerut draw and fill npa Credit lO'Shp for a total sum of Rs. 4.O00 
in coins, notes, cheques, etc 

7 Defines cheque, and draw one for Rs 250 *-o, on the Peoples 
Bank Ltd , in favour of L Ram Das Shiam Das 

8 What is H ‘Bearet’ and an ‘Ordei* cheque , can the oo* be 
changed into the other , if so, by whom and bow 7 

9 What IS meant by 'md>rumtHt' on cheques * Name and esplata 
Its eanous kinds, together wnb the ruM of eedors'ment. 

to When can a Banket rightly ‘dishonour’ a cheque "* What words 
ate used to indicate this, and what is the sense of each) 

ti What IS a 'cr«tiin£ , what IS the significance of a cross'd 
cheque ? Ills rrate the different fonns of crossinra and their effect 

12 What If the esact sense of wntiog the words ‘A'sr AisttiahU in 
the crossing on a cheque ? 

>3 Is a cheque as safe as cash, if not, bow can it be tendered 
nearly so ? 

14 Are Banks really useful to the people , in what respects ? 

15 Explain shoiUy— Aolc-dated and Postdate cheques stale 
cheque , marked cheque , open cheque , and mutilated cheque 

16 What precautions are essential in drawing out or bl icg id a 
cheque ? 

17 Is a Banker liable if be p«ys a cheque on which (2) the drawer* 
name is forged , (f) the Payee s s gnature u forged , (rj pays a crossed 
cheque at the counter , (if) pay* a cheque beanng the words ‘Not Nego- 
tiable’ only 

18 How should a cheque be ecdorseC in each of the following 

(3) Payable to an illiterate per«OD.{f» payable to the wife ofJlr 
D SisaosoD, (/■) payee’s name ap^Jl differently , (d) payable to the 
Principal of the Pitman’s College, Idhote 



CHAPTER XVI 

Dills of Exchange 

Owing to the growth of the practice of buying 
and selling goods on credit, business people are 
always indebted to one another for large sums of 
money These debts cannot be cleared in the usual 
manner, since — 

(1) Coins or bullion cannot be sent easily from 
place to place. There are many chances of risk and 
danger 

(2) Currency Notes of one country are not 
accepted in another country 

(2) Cheques Cannot be cashed at every bank or 
at every place, 

(4) It IS always too expensive to use Money 
Orders for remitting large sums of money 


Hence, a system has been found out by which 
debts are cleared by exchange of 





debts It may be illustrated as 
folloTva 


U) Suppose a mercbantr 
named 'A’ of Allahabad has 'B* 
his debtor for Rs 100, and ‘C* as 


creditor for the similar amount, both living in Cal- 


cutta 


Now, ‘A’ instoid of asking ‘B to send money to 
himself, ard then sending the same to ‘C’. he may 

write an order to ‘B’ 

(D.»»r)o'L J * advising him to pa? 

I ' -' ll Bs 100 to 'C Thus tne 

J t ~ *~ ! ” account of the three 

(O rt i») c I 1 * Parties will bo settled 

Without having to .end money from one piece to the 
Other. 
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(ti) Again, Euppoce *A.’ and *B’ a-'-e ae-chant' m 
Indja, and ‘C and ‘O in England ‘A* i« indeVed to 
*C for B= l,y[)0, and D' to *B* for the =an:e 
I'ovr, tbe ea'ie‘:t war of settling their acoo-nt 3® *'bst 
*D sboild pay B® LODOlo*" it® etjniralent in p^nni') 
to *C ID bi5 own conntr-^'. and get from inn a wni- 
ten order on ‘A* asking the latter to par H«. 1,003 to 
*B* in hi' own cojnt^, *D‘ will Eend tine ■wntlen 
order (Bill of Exchange) to ‘B* tirbo br showing it to 
'A* will get tbe pannent. Tbu' tbeir indebtednefB 
i« cross 'e*tled and no nocey pe«Ee« b='twe»'n the 
two countries , at Ibe tame tme ibe*‘e has beon n-tb 
Earing of expense, <3elar and troable. 

Sncb a written order exchanged between two or 
more parties to settle their accounts is linowa a® a 
'Bill of Exchange* It has be^-n legally d^Ssed a* 
follows — 

A Bill 0l £xdl2n$e le at in irnUtpt 

coitlatnttg an uncoidt'toscf or^ert srgTtd fry thf 
Tral er, dtrscfinj c ceriaxt pT^n to piy (at dfr^ariar 
at var^t/t.iitreU'ne} a c^cxt m-^af r-anfy to or £0 
the order 0/ o certatn p^rsot, or to the Oe,jer. 

It will Ihob be readilr teen that when analrsed 
<a5 alreadr explained in tbe deSnicon of a cbeqce) 
erery word in •'■be aboredeSniticn cames a deSnite 
45ondjt3on wb:cb tot-fI b“ st-ictlr complied wjtb :f it 
IB to constitute a complete Bill of Exchange Tims 
e.n in*-trament that does not conform to tbls deSniti^n. 
or orders any act to be done 13 addition to the par- 
ment of mcner, will not be regarded a« a S 11 cf 
Exchange in the right j^ense cf the term 

The Essentials ol a Bill ol Exchsnje. ihe-e'c-e 
sie — 

1. It mnst be ifi irrifj*7y ' 

2 It most contain at ordrr to pay. 

3. Tbe order most besi«co’’diti''T’cL 
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4 It roust be signed bij the maker 

5 The person addressed to pay must be reriam, 
that IS definitely existing and called by that nan o 

6 The amount payable must be a definite sum 

7 The payment must be made on demand or at 
some future determinable time (A Bill payable at, 
say, one s marriage is indeterminable, because the 
marriage may not take place while the one payable 
on the attainment of a certain age or at death t$ deter- 
minable, because either of the two things is sure to 
happen) 

S The amount must be paid to the bearer, or to a 
person named 

Its Imporlaoce— We have seen from the abore 
illustrations that Bill« of Exchange play a eery 
Important part in both home trade and foreign trade 
They fulfil the three basic requirements of business 
credit -Security ot debt. Liquidity ot Fuods, and a 
good Substitute (or curreocy 

Modern business is built on the foundations of 
credit 

The system of crci/if also implies ‘trust or con- 
fidence’, that is, while tbe retailer or the buyer must 
be allowed some time before which payment would 
not be asked, the wholesaler or the seller must be 
assured that the debt will be paid in due course 

This is exactly what a Bill of Exchange does 
Because once a person has accepted a Bill drawn upon 
him he is bound to pay it when it falls due This is 
seLurttp of debt, being a legal proof of debt 

Another great facility in the use of Bills of Ex- 
change is that the holder can discount it with a 
Banker or Bill Broker, if be is in need of immediate 
funds. This IS Itgutditp of funds 
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Still further, the holder might pass on the Bills 
of Exchange, he has received from his debtors, to his 
own creditors in payment of his debts Thus a Bill 
IS a substttute/or currency or circulating money. 

Kinds— There are two kinds of Bills of Exchange- 
Inland and Foreign. 

An Inland Bill of Exchange is one which is drawn 
as well as payable in the same country. 

A Foreign Bill of Exchange is one which is drawn 
in one country hut is payable in another. 

Parlies — Usually there are threeparties to a Bill : — 

The Draicer is the person who draws and signs a 
Bill He IS the creditor. 

The Draicee is the person who is directed to pay 
the sum of a Bill He is the debtor. 

The Payee, is the person to whom (or to who«e 
order) the money is to be paid. 

He IS the creditor of the Drawer. 

c'f. — Someuinw there ne «a3y ptruet to a En ; for 
frhea the Drawer the mosej to pud to hras'lf, he k the Farce 
Below are the Jpecijnecs of Inland Bih* of Exthacg- — 

Specimen forms of Bills. 


No 27 Delhi, I8th Jl/oy, 19Sq. 

Hs. 1,200 

On demand pay to us or order the sum of 
rupees one thousand and two hundred only, 
value received 

To ifeattle Bro«- 

Messrs B. Da5&Co„ 

Amritsar. 
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INo. 135 Lahore, Sgnd February, 1935 

Bs. 50 0 4 0. 

! One month after date pay to L Har 
Naram Gopi Natb or order the sum of 
rupees fire hundred and annas four 
only, value received 

To Khanna Mai, 

Seth Shiam LaJ, Bhagwan Das. 

Gulzan Lai, 

Delhi 

How to draw a Bill ot Cxcbaoge— An loiand Bill 
cf Excbans'e may be written out on an ordinary piece 
of paper, but. as a matter of practice, printed B\ll 
forms are generally used 

Special attention should be paid to the following 
points, when drawing a Bill — 

{\) Tbe Bale should be so written at the top tight 
corner, that u may not be easily changed, because 
the period of most Bills commences from the date 
(2) The Term or Tenor of a Bill is the period bet- 
vTeen the data of commencement and the date of 
payment It is also known as 'currency of a Bill' 

A Bill may be payable — 

(o) 'On Demand , ‘At sight', or ‘on i’resenfnfion', 
all meaning the same thing 

(6) ‘After Dale’— as *30 days after the date, (writ- 
ten as, JO d/d) or three months after date,’ (written 
as, 3 m/d) 

(f) 'A fter jjpAl— 'as *60 days after sight', (written 
as, 60 d/s), or ‘two months after sight’, (written as, 
•2 m/s) 
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(3) Tbe AmOHOl should be mentioned »n figures zX 
the left-top corner, and also in the body of the Bill, 
*n words. 

(4) Tbe Parlies — The name of the Payee should be 

written as ‘ . pay to Messrs Brown & Sons, 

or order ' When the Drawer is also the Payee, 

write “ . . poy to us or order "op "pay to self 

(or selves) or order' The name of tbe Drawee, toge- 
ther with his address* should be written at tbe left 
bottom. The Drawer signs his name at the right 
bottom 

“ValDC fiecelvcd” — ^These words are added to the 
body of a Bill at the end They mean that tbe Bill 
has been drawn in exchange for something valuable 
(goods, cash or services) already received by the 
Drawee. This is called, in legal language, the 
deration for a Bill. 

(5) Staop^All Bills of Exchange, excepting those 
drawn payable 'on Demand' pr 'at Sight’, require to 
be stamped Ad talorem (that is, according to value) 
as follows 


Value. 

JTot Exceeding Rs. 200 

Rs. 

Stamp. 

Rs. a. p. 
0 3 0 

Exceeding Hs. 

200, but not 

400 

0 6 0 

,, ,, 

400 „ .. 

600 

0 9 0 


600 „ 

800 

0 12 0 


800 „ 

1,000 

0 15 0 

II II 

1,000 „ „ 

1,200 

12 0 


1,200 „ „ 

1.600 

18 0 

1 II 

1,600 „ .. 

2,500 

2 4 0 

II 11 

2,500 „ „ 

5.000 

4 8 0 

1 1 

5,000 .. 

7,500 

6 12 0 

II 1 

7,500 ., 

10,000 

9 0 0 

II II 

10,000 „ „ 

15,000 

13 8 0 

II II 

15,000 „ „ 

20,000 

18 0 0 

II • 1 

20,000 „ „ 

25,000 

22 8 0 

,1 

25,000 „ „ . 

30,000 

27 0 0 
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After this, Rs 9 more for every Rs 10,000 or part 
of that sum 

AcCBptio^ 3 BJIJ — A/ter s Stl) bss beeo drarrn it is 
sent to the Draweefor being accepted by him who 
thus becomes a party to the BUI, and liable to pay jt 
when due 

A letter is usually addressed to the Drawee advis- 
ing him of the Bill, somewhat as follows — 

“Dear Str~~ fKe encloie herewttk cj draft on you for 
Rs. 500t the amount of our Invotce No lOl dated I5th 
Sept 1935, which please accept and niurn to us indue 
course." 

The Drawee signifies hi« assent by writing the 
word ‘<<tccepfed’ across the face of the Bill, and 
under it be puts his signature and date It is not 
legally necessary to write the word ‘Accepted’ , mere 
signature of the drawee is enough 

The drawee la thenceforward called the Acceptor , 
and the Bill his Acceptance Before beiug accepted a, 
Bill IB generally called a ‘Orafl* 

The drawee of a BiH is allowed, m the usual 
course, 48 hours excluding holidays to accept (or not 
accept) and then return it 

Acceptance by the Drawee la not necessary for 
Bills 'on Demand' or 'at Sight’ 

Kinds Ol acceptaacc— Acceptance maybe General 
or qualified 

A General Acceptance fs one m which the Drawee 
agrees to the order of the Drawer without making 
any conditions or qualifications 

He writes the word 'accepferf, and then signs 
under it Sometimes be adds also the place of pay- 
ment, which is known as the Donjlcllfl of the Bill If 
Ho place IS mentioned then it is payable at the accep- 
tor’s usual place of business. 

22 
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Note carefulls" the following example — 


No 27 

Delhi, I8th Mav, 1935 

Rs 500 4 0 

One monl^ date pay to 

L Har Gopi Nath or 

order. toe^Qam of rupees five 
hundred \£nd annas four only, 
valu^^x'^ceived 

Stamp 

9 as 


Kbacna Mai, 


Bhagwan Da« 

To 1 

Seth Sbiam Lai, Gulzari Lai, 1 

1 

Lahore | 

2 


No 13 

Re 500 

Bombay, ^Oth-October, 1935 
\v V 


Stamp 

9 as 

Three?- after sight 

pay lo\us^^order, the sum of 
five ^T-upees only for 

valj^ jVceJved)^ 

' . ^ 

^ Z' G Ram Sons 

To 


Messrs Greenwood & Co , 1 



Ahmedabad 
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A QusIUled Acccplsncs is Otte in which the Drawee 
does not agree to the terms of the draft, but makes 
some conditions or qualiGcations 
A qualified acceptance may be — 

(1) Local, in which the Bill is accepted payable 
at some particular place and there onlp as — 

“Acrepled payable at the Allahabad Bank Ltd , 
only ' 

(a) Partial , that is, accepting the Bill payable 
for lesser sum, as — 

“Accepted poyable/or Ra SOO" (instead of Rs. 350, 
the amount of the Bill aa drawn ) 

(3) Qualified aa to time . that'is, accepting to pay 
the bill after a longer time. as.. 

'Accepted payable 6 months after date" (the time 
in the Bill being 3 months after date) 

(4) Conditional accepting a Bill on certain 
conditions as — 

“Accepted payable on eelltng off my poods, or on iAe 
safe arrival of ship etc “ 

(5) Acceptance by some of the Drauees, not by all , 
c 0 , A Bill drawn on A, B and C, but accepted by 
A or Bonly 

The Drawer or the Holder of the Bill may not 
agree to a Qualified Acceptance , be may treat the 
Bill as Dishonoured If such is the case, the Holder 
of the Bill should immediately give notice of it to the 
Drawer or the Endorser (or Endorsers), whomsoever 
he wants to make liable But if tbe Holder agrees 
to a qualified Acceptance toitkout the consent of 
previous parlies, they will bo freed from all liability 
Negotiation of Bills — The bolder of a Bill may deal 
with it in three different ways — 

(1) He may keep it till maturity and demand 
Its payment from tbe acceptor on the due date . 
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(2) He may transfer it to one of his creditors 
in payment of bis own debt 

(3) He may discount it with a Banker or Bill 
Broker When dealt with in either of the last two 
ways it 18 said to be negotiated ot put into circulatton 

A Bill of Exchange being a Negotiable Instrument, 
its rights can be transferred in two ways — 

(1) By mere dehrery, if the Bill is payable to a 
person named in it or to the Bearer 

(2) By delivery as well as endorsement, if the Bill 
IS payable to or to Order of a specified person 


An Eodorsement may be — 

(1) General or Blank. 

(2) Special or Full / 

(3) Restrictive, and \ 

(4) Qualified. ) 


Aetf —Each Viad of 
tbes* CDdonemeou 
bt*a e*pU B^l prenottily 
)n the CbAper oa Saoit- 


[Allonge When the back of a 6/E is filled up 
with endorsements, and further «pace is required, a 
slip IS attached to the Bill, and the next endorsement 
IS so made that part of it appears on the bill and part 
on the slip This slip is known as an Allonge ] 


MEturlty ol 3 Bill — hen the period of a bill is 
expressed as so many ^months after date,' it mature? 
on the same date of the month in /I icb it falls due 
And if that month has no corre londing date, then 
on the last date of that month 


Days of Grace -~To arrive at tae data of raaturitv, 
three days more are added to the jeriod of every Bill, 
excepting those payable ‘on Demand,’ or ‘at Sight ' 
These days are known as Days of Grace They were 
allowed formerly to give the holder enough time for 
presenting it for payment, but now they have become 
customary 

Example — A Bill drawn on tbe 28th December, 
1929, payable 2 m/d, will mature on the 28th February, 
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1930 , and with Days of Grace added, on the 3rd 
March. 1930 

Similary, three other Bills drawn on the 29tfa, 
30th and Slst of December, 1989, payable 2 ra/d, will 
all fall due on the 28th of February, 1930, Days of 
Grace not being added 

' Ajter sight' means that the period is to be counted 
from the date on which the Bill ts sighted or seen by 
the A-Cceptor, and not from the date on which the Bill 
IS actually drawn — 

Example i-A Bill is drawn on the 15th of Feb- 
ruary, 1930, payable 60 d/s. and it is sighted (or 
accepted) on the 8th of March It will mature on the 
lOtb of May, Days of Grace being added 

If the day on wbch a Bill falls due is a public 
holiday it 18 deemed to be due on the nest preceding 
day For instance, a Bill due on a Good Friday may 
be presented on Thursday preceding The Public 
Holidays are — ' 

Sundays New Year’s Day, X’mas Day, and Good 
Friday 

Presentmeot for Paymeat— As a general rule on 
the due date a Bill should be presented for payment 
at the ptace mentioned in the Bill rfurin?«3ua( dusceess 
hours of the acceptor or of bis Bant If this is not 
done, all the previous endorsers will be discharged 
from their liability, but not the acceptor himself 

If no rfomi'’i/e is mentioned, the Bill should bo 
presented at the usual place of business or residence 
of the acceptor 

Incase the acceptor has no fired place of business 
or residence, the Bill should be presented to him for 
payment wherever he may bo found 

A Bill sent through the Post Office under regis- 
tered cover, will be regarded as duly presented 
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Discharge Iron Llahllity. — The acceptor or endors-r of 
IS di'charged from his liabitiljr by any of the three ways — 

(a) By Paymrnt '»« dtu Coarse’ that is by malting payment 

cn or after the inatanty of the Bill just when pre5»c *d- 

To signify that a Bill has been discharged, the holder 
amply cancels the Bill or writes on it the receipt lot 
amount and then delivers it to the acceptor 
(i) By CanceHahtn—Xf a Bill is cancelled tnowiagly ty 

draper and the cancellation u apparent, it is said to bo 
estingaished 

If /Ae holder of a Bill intentionally cancels the name of the 

acceptor or any endorser, be IS discharged from liability 
to such bolder and all parties claiming coder him 
(r) By Release —The bolder of a Bill may release or discharge 
the acceptor or endorser by not requiring bus to pay, w 

by accepting only a part payment for tbe whole, or by 

accepting payment in some other form than cash 

Honouring n Bill If a Bill of Eichange is pa'i 

in due course, that is, directly on presentation on the 
date of maturity, it is said to be ‘honoured,* ‘met, 
’taken up,* lifted,* or *r^eemed ’ 

A Dlsboaoared Bill »A. Bill is said to be duhonoMt- 
ed (i) if it IS not accepted when duly presented , (u) W 
if once accepted, it is not paid when duly presents 
for payment on maturity, (iii) or if it bears a qualified 
acceptance and the drawer does not like to consent 
to it 

Noltc6 of Dishonour — When a Bill is dishonoured 
for want of acceptance or of payment, the holder 

must send a Notice of Dishonour io ih9 dr&vteT 

the endoT'ers, if any, as early as possible Any part? 
not receiving such a notice will be discharged from 
his liability on the Bill 

Delay in sending the notice is excused when it le 
caused by certain circumstances outside the control 
of the bolder , and it mar not be sent at all in certain 
special case'', given below. 

The Notice of Dishonour Is not necessarj — 

1 \\ beo It i( not required by the party eotiiled to i , 
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2 W hen the drawer h.insell hts stopped the payment of the bill . 
e \\ hen the pa«y charged ctmla not Sufler damages for 
^ «ant of nonce, 

4 When the paity eolUled to leceiee Dolice cannot be found , 

5 When the parly entitled to notice knows the (act. and pro- 
mises uncondiUonaUj to pay the amount 


Nollni! a Bill— The holder of a dishonoured Bill, 
after giving the Notice, ehould get It ‘ noted by a 
iJSarv Poblto This .. to eopply . legal P'/"' ‘tat 
the Bill W"» presented and dishoooijred other- 

wise . holder nigleetme to present the Bill in time 
snd at the right place might so. the acceptor oo the 

false plea of luring presented It 

The Nolory Public, is either a Government Official 
or a oualified Lawver whose duty it is to certify dis- 
SonoS?ed Bills The Noting should be done within a 
reasonable time _ ic 

Tho Nollnfi Ticket The Notary public himself 

• wroeaiti thedisbonoured bill to the drawee, 
,s" not aeeepti or paid eren then he notes 

demand having been duly "vdc 


Order ol Llabdllies oI «« by%uumc hn acccpwncc 

piifUSfily lialle U, ,i«s not honour the hiH on maluiity he is 

rrro^lVr/b;.."d;wct..he endorse,,, and a ■holder in due 

,I,et which his ‘ o„ef as a lesnlt of dishonour 

pensnte the holdct O' k.i.« of an Eodoiser lies midway between 

Me shall hjve to compensate 

.s,„e. ofthedtawetand the ««P l,„ coir 
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The extent of ceafentitiam payable by any party liable k the 
amount of the B)l] vrnh interest at 6 per cent, per annum from the 
due date till the date of payment, plus all expenses properly inenrred 
IQ noting and protesting etc 

Circuity of Action m*ans the e&dorsem'Ot of a Bill to some pi'nous 
endorser a second time The effect of this is that th» intermedate 
parties are then telieTcd of the liability to the bolder, srho endorses c 
to the previous endorser 

Suppose a B E in the hands of Knsfaoa has been prertously endorse 
by Sohan Rama Govind, Mohan and Copal If Krishna co» 
endorses it to Gonnd, the liability of Mohan and Gopal ceases. 

Betirlog a Bill — If the acceptor of a bill prefers 
to pay it off before maturity, it is said to be ‘retired 
under Rebate' He will be eotitled to deduct interest 
from the amount of the bill at the market rate for the 
un-expired period of the bill- This interest is known 
as discount or Sebate. 

Benewlng a Bill— When the acceptor of a Bill is 
unable to pay it when due. be sometimes requests 
tbe drawer to extend tbe period of credit by drawing 
a new bill and cancelling tbe old If tbe drawer is 
satisfied as to tbe solvency of tbe acceptor, be may 
comply with the request In sucb a caee tbe acceptor 
ias to pay interest at tbe agreed rate for the 
extended period and also the cost of the stamp on the 
new bill 

Drawee in case oI Need— When the Drawer in 
doubt whether or not the Drawee will accept the Bill 
(or having accepted, will pay it when due) he often 
puts down the name of another person as Drawee, to 
whom the Holder may go, if need be Such a person 
is naturally well-acquainted with the Drawer and is 
called a "Drawee or Referee tn caseofl^eed" Tbe 
words usually take tbe following form — 

'In case of need apply to Seth G. D. Btrla' 

Suraj Mol Dabu Lai. 

The ‘Case of Need* is generally mentioned in 
Foreign Bills for tbe sake of maintaining credit of 
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the drawer and also to BaVB unnecessary delay and 
expense 

Acceptance lor Honoor— When a B;I1 has been 

noted and protested after dishonour for want of 
acceptance or payment, any person (who is not a 
party already liableon the Bill) may come forward and 
accept the bill to save the honour of the drawer or 
any endorser, mentioning the name for whose sake it 
IS being accepted This is called ‘/Acceptance for 
Honour Supra Profcst* 

Similarly a BUI may be paid by a person as Pay^ 
ment for Honour Supra Protf-at 

Payment cannot 6© asked however, from a person 
who 'accepts for honour , unless the Bill has been 
presented to the original drawee for payment when 
■due and it has been dishonoured even then 

Protest for Getter Secorlty— The holder of a Bill 
may ask the acceptor to give him a better security, 
if be has sufficient reason (acceptors bankruptcy, 
falling business absconding etc ) to believe that the 
amount will not be paid when due If the drawee 
falls to give a better security, then the holder may 
have the Bill protested for better security Tn such 
a case Notice of Protest will have to be sent to all 
the previous parties so that they may become aware 
of the probable dishonour of the Bill But the 
acceptor is not bound legally always to give a better 
security he mav if be can 

Lost Dills — If a Bill of Exchange is lost before its 
term expires, the bolder may request the drawer to 
issue another bill of the same tenor and date But he 
will have to give security to the drawer indemnify 
ing him against all the parties should the lost bill 
be found neain 

Forded Dills— Forgery cannot give a good title to 
any person So, »f a Bill bears a forged signature 
either of drawer, acceptor, or an endorser, the trans- 
feree will acquire no rights on it even though he 
was not aware of the forgery 
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Foreign Bills of Exchange 

A Foreign Bill is one that is diawo in one country 
but is payable in another, e. g, 

(a) a Bill drawn in India and payable in Japan ; 

(&) a Bill drawn in Japan and payable in India; 
or. 

(c) a Bill drawn in England and payable in 
Japan, but negotiated iu India. 

Sit and Via — A Foreign Bill is generally drawn 
in a ‘set* of three {or two, soraetiraes), and eachone is 
called a ‘c<o’ of the set. As soon as one of them is 
paid the others become valueless. 

A Foreign BUI when drawn singly is termed a sola 
(single) Bill of Exchange. 

The following is a specimen Set of a Foreign 
Bill 

( 1 ) 


Calcutta, loth January, 1035. 
Exchange for R=. 975. 


Sixty days after sight, pay this first of ex- 
change (Second and Third of the same tenor and 
date unpaid) to the order of the National Bani: 
of India, the sum of sixty-five pounds sterling 
for value received. 

W. Benson and Co. 
To 

Hessrs. Smith & Sons Ltd., 

London. 


Stamp 

15 

annas 


£65. 
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( 2 ) 


£65 


Calcutta, lOih January/, 19SS. 
GxohnnRo for Uh 975. 


Sixty <!ay* aftor flight, pay tlii^ sofonij of Kx- 
cbantto (Fir'll nml Tl>ir<l of tho sninn tonnr and 
dato luiii.iid) to thoordar of tiio National Hank of 
India, tiui sum ot Mxty.fivo poundi btorllns for 
valiio ncolvod 


To 


W Bonion and Co. 

Mospr'i Smith & Son« Ltd , 

London. 


(3) 


Ctilculld, tOi^ Janiiari/, IH6S, 
£65 

fCxoimtiKo for U>< 975 

Sixty dayf wftor sight, pay thi^ Third of 
Ivxohftngo (First und Hoonnd of thu saniu tenor 
and dalo unpaid) to tho order of the National 
Bank of India, the aum of Bixty-hvo pounds ator. 
ling, for value rocolvod 

\V IJonson and Co. 
To 

Messrs Smith ic Son^ Ltd., 

London. 


Tlie form or (enor of a rorctifn flili u usually 

expressed as 50 many Bayp (ot months! after SiRlit, 
booanso in this way tho Jonpih ofilistance or tune 
taken In roiolniiR t)>«* Drawoo does not aJTi-ct tho 
period of tho 13111 

Usonco—Tfio period fixed by custom for drawing 
Dills between two different countries is known as 
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Usance It depends upon the distance and mean® of 
commnmcation between the countrie' 

The usance between India and England is ‘ €0 dajt 
after sight the same for India and Japan , and 
90 days between India and Ainenca 

ProlcstinS — When a Foreign Bill is cishononred 
it requires not only ^ofln9 bat al^o Protesting, so 
that the rights and claims of the Holder mar b“ 
safeguarded against the Drawer and Endorsers (if 
any) living in the foreign country 

A Protest is a Eolemn declaration, made bv a "Vo 
tary Public, of the following facts — 

(ol The Bill or a copy of it 
(6) The name of the party for whom end against 
whom it was protested 

(c) That he presented the dishonoured BilU 
either for acceptance or for pavment 

(d) That fiueh and roeh is the answer receii'ed 
(actual words are given) 

(e) That he formallv protests against the refa 
sal of the demand 

It IS attached to the Bill along sritb the "V^oting 
slip 

Protesl for ^on*P3^nienl 

On the cay of in the vear one 

thousand nine hundred and > , ai the reque** 

of of I . Public 

Ifotary, by lawful authority and sworn, dwelling 
in , ID the di txjct of « in tbe 

United Provinces India, did exhibit the original Bill 
of Exchange whereof a true eopv is on the othe- 
side written unto a clers in the counting hou'e 
of , the person upon whom th“ said 

Bill IS drawn and demanded pavment thereof, which 
demand was not complied with, and the sad clerh 
answered 
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Wherefore I. the said Notary at the request 
aforesaid, did and do by these presents solennly 
protest against the drawer and endorsers of the 
said Bill and all others concerned, for all costs oi 
exchange re exchange and all costs, damages, and 
interest already incurred or to be hereafter incurred 
for want of payment of the said Bill 

Thus done and protested at m the 

presence of 



Witness 

Witness 


Notary Public 


Difference between an Inland and a Foreign Dill — 
(1) A Foreign Bill is usually drawn in a set 
<01 An Tnland Bill IS written on a stamped paper 
(efSd Vnd. h.« Ind,.) A Fo,„gn B,l. 

may be drawn on any suitable paper 

(31 A Foreign Bill is stamped twice, once in the 
coun ry where^it is drawn and secondly, m the 

countr^ whe,e.t,.p..dor oegoli.t.d 

IAS t Wnraicrn Bill, if dishonoured must be duly 
.‘ n'.td Idl.nd B.U may b, 

Soled, or ra'y not Protest .. not n.oost.rr for .n 

^"^("t^The'^language of a Foreign Bill also differs a 
littlel Is w.n bare been cleat from the specimen. 

D.lT“°e"ec liCireen a B/C and . clmgue 
1 Achogueis drawn on n Bant while a B/E is 

'"'7° r “eheTeT. n.rf "fcrTl.nd payments only . 



350 


SCSI MSS TBAIM^G 


while a B E IB used both for inland and foreign pay- 
ments 

3 A cheque u payable just when presented , bat 
a B/E js payable on demand or after some time. 

4. A cheque may be cro'^ed, but a B^E is nerer. 

5 When a cheque is dishonoured it is not nece<5- 
sarv to sent a Notice of dishonour to the drawer ; 
but it IB in the case of a B/E 

6 The drawer ofa cheque is notdi«charged from 
liability, if the holder fails to pre«ent it forparment ; 
both the drawer and the endorser are discharged in 
the case of a B/E 


Test tJuestiooB 

t Define « of Erebango, »ad il crrete b-'w t cts be lo 
settle ibe laiebtedoew be:<reea {#) tJiree frfe«OBt fosr pensai * 

3. Posat oct tbe ispora&co of tbe sse of ti £sehi'‘ga u 
saodrrs bouaess. 

3 . Explain 'Dr*«et’, Dt««ee' aaJ 'Ttjee' « coanecuos 
a Shi of Excbasge, and <it«««n«tosb9« tbeupa*ot tbemn. 

4. tTbat li the ii 5 eresee betireea '» holdee of a asd *> 
hdldexisdae eosne' ? 

5 tVbxt IS Tenor or ermeney of a biD , in vhti diEeteat 
IS It expressed ? 

6 *Wh»t is xtccp'acte of s b» J' * Gjts in kinds fgeth'r ■wri 
illnsuxlire exaap es. 

7 IMi&t is Noting a bill 7 when »5 « b'’J *no'eS’ ? 

S W bo « % 'Referee in cxse of n-ed’ ? 

g Explain bnefiy — 

‘\»3ne RecBJTed’ ‘ 'Naloterf S xtap , Drift, Docicil^, 
ATlocge , 'Noung Ticket , Reimng a Si!L 

la. W hit ate 'Day* of Grace .are they al naed on aUtmdfaf 
bibs ? 

u Sate ubeiber the foSoaing afn constitme a SCI cf Ei 
chinge— ■ 

(a) ‘Psy B Raaj Das or order Rs. lao on the dieofi-i 
rnimsge 

(/) ‘One morsi af'erdale pay l» tie »iaij«r of lie Coidea 
Ginema, ahiiner snn be regrure^ 

( } ‘30 days aiier e git pay S «a cider tie pnee of X tssca’’5 cf 

Sagas’. 

IX, How ss the lisbslny of an ace*p*orof a Bill css barged ? 

15. Site bnefiy ifce OTiJeTof kahility ofthe pastJesto a ££3. 
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14 Fiom the follonfiDg piiticnUndoivr » bill of exchange — 
Date ijib Jane, 1950 

Drawers Hazari Lai. Gaixari Lai, 

Timber Meichanct, 

Denra Dun 

Drawee The Krishna Hotel, 

it. Creekh II, 

ftfossoone 

Payee Ram Lai Stiiam Lai and Sons, 

Cloth merchants 

Terms 30 d/d Amooot Ra 740 

1 5 The bill IS accepted by the draweei payable at the Allahabad 
Lank Lid sbow the acceptance the ttimp doty, end the due date ol 
payment 

16 The Dhariwal VVooUeo M lit Co Lahore hate told goods to 
Seth Baij Nath bhri Nath Meetut to the value of Rs 535 100 to be 
paid within 30 days at J perceet Cteh Diieeuni Only • few days 
after the bu) era, however have sent a bill for the amount due tltawo 
on the Natioael Insurance Co Lahore 

Draw the bill and show the acceptance 

ty How will the ebove bill be endorsed if the same IS negotiated 
ID favour of L Jamna Dat, Bates of Amrituc i 

tS An tnlaod bill isdated iti March when will it fall due— 

(«) >1 drawn at do d/d 
fii It litawo 3 m/d 

(r) if drawn at 60 d/s and accepted on 1 jib Match 

19 A holder of a bill for itiS los due in 3 rnonths from now, 
discoaats it at S cent per moo b How moeb will be receive ? 

20 Cxplam the aeoae of the term 'Acceptance for honour supra 
Protest 7 

SI What IS a Foreign Bill, bow does it differ from an Inland 
SW? 

22 What do you uDdeistand by Protesting’ a Bill 7 Describe 
in full 

23 [low IS the term or tenor of Foreign Bills usually eepressed ; 
from when does it commence f 

2t What IS a Set of a Bill ? Give spec men forms of a full set. 

25 How do you differentiate between— 

(1) An f nland Bill and a Foreign Bill 
( 6 } A Bill of Exchange and a Cheque 7 



CHAPTER XVII 

PromisEorv ^otes And Hundis 

DeliniliOD.— A Promissory Note (P/N) ts an je'- 
trument in writing (but not a Bank Note or Currency 
Note) Containing an unconditional promise by one 
person to another (signed by the maker) to pay on 
demand or at a definite future time a certain sum of 
money to or to the OTd 0 T of a certain person or to 
bearer. 

Psrlles — A Promissory Note requires only two 
parties . 

(1) The maker or Drawer of the Note, that is the 
Promtser. 

(2) The Payee, or the Promisee 

joint and Sereral LlaMlity.— a Promissory Note 
may be made by one person or by more, and their 
liability may be either joint or several 

When the makers of a P/N promise to pay jomtly» 
it IS said to be a Joint Note ; when they promise to 
pay singly, it is a Sereral Note. It is the wording 
of a P/N which tells whether the liability meant is 
jont or sereral or even both. 

Study the examples following \ — 

1 — Simple Promissory Note 


Stamp 

3 as. Lucknow, 20th January, 1935. 

Rs lOOT 

One month after date I promise to pay 
Messrs Murari Lai & Sons, or order the 
sum of rupees one hundred only, ralu© re- 
ceived 

Ram Lai Tttcart 
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2 — Joint Promissory Note 


, 1 

aT ^ 1 Cawnpora, 14th May, 1935 

Rs 250 

Three *months after date 'we promise to 
pay L Ganga Sagar the sum of two hundred 
*and fifty rupees only, for value received, 

/{arsaran Daas, 
Samsaran Doss, 


3— Joint and Several P/N 

t 

fi 

S^tamp 1 30ti, January, 1935. 

Rs. 50 

On demand we jointly and severally promise 
:i pay The National Insurance Co , the sum of 
'ty rupees only, value received 

John Brown, 
Smith Brown 


4— Several P/N 

I 

T 

Stamp Pelhi, 30tb January, 1933. 

1 as. 

50 

On demsiKi I pronns® •» P“7 111, National 
nsuranco Co . tho «um ot Bop«e, SHy only, 

alu, roceiyed 

Brovm 



23 
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Stenp Daty — ■No*?s a--® 

eccordujg to tbe ■'eber^ule as b^icrsr 1 — 

<3) //ps’siif on dns'^d — ^ttplo 
Ee £50 larra. 

BeTocd Ee £o 0 upto Se 1.00D 2 antjas 

For otbE” amoLJitB 4 assac 

(2] If ^ 0 * p^j^bfe or de^^nd — Tb® E*r 2 ® as cs 
a B E. 

% Oily pos^tg* stfitaps tbacl-* cs»3 *oi ptspwe. 

Difference between a B £ and a P^N 

(1) A B E IS an ord^r to anothe- ps-tr to p'-t 
a oe-tsin sura , 

A P/'N IB a promts* bj one p»"tT to par a cp'tajt 
£ua to another 

1") A B/S geae-allr has tbrc« pa-he* , A 
has onlr t»o 

(3) A IS d-awa hr the Credt cr, A?/2f 
IS made br the i?e5*or 

(4) A B/E leamres cccep'aror , A P,*^ does sot 

(5) The accep*o-6 of a B?E canib»‘2jei'''eca/y 
jointly , 

Tie jn&ke^s of a p/V may i, rJ/p or 

set«rs//s' 

(5) A Poieiga B E ie d-swa m a s e , aad ■whea 
di«bonoa*ed most he protested , Po'^e ga ? "N S a-e 
made singly, and need not bap-ote^tel A dishonoured 


Hand Is 

The^e are Bills o*" Exchange •sr’-it *‘>2 in Ind-an 
languages, raoEtlr m •to.rraf or •— sr*!,'' cha*ac*frs 
HundiB hare he®n used in this coun**^' hr mah’- sns 
and sa-srha-'s from re^" old Hme®:, and Ib*^ 
gore*med cbie3r br local trade c 2 .Et’'mE 
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Hundis are written on special hundi-papers, bear- 
ing impressed stamps, the amount of which is the 
same as on Bills of Exchange. 

There are two principal kinds of Hundis i — 

(1) Darshni Hundt, which is a demand draft 
payable just on presentation 

(2) A/todt or ititt Hundt is a bill payable after 
the expiry of the period mentioned in it, usually 60 
days after sight. 

Besides the above, two other kinds of Hundis 
ate also sometimes used 

(1) Humiog Hundt is one payable only to the 
person named therein, and It is not transferable. 

(2) Shahjog or Dhanijog Hundt is a bill pay- 
able to a wealthy, respectable person or to a person 
who IS supported by another wealthy, respectable 
person. 

There are a (qw terms used m connection with 
Hundis, as explained below — 

'Suhi When the Drawee accepts a Hundi be 
writes this word above his signature. 

'Phert at' means that a Hundi is dishonoured 

'Shan pat or Bhart gat means that a Hundi has 
hben duly paid 

'H’/ioti Hundi’ 18 one which is doubtful or forged. 

' KhoKa-Hundt means a Hundi which is paid or 
ledeemed and is. therefore, no more of use. 

‘■SamocAor’ is a letter of advice sent by the Drawer 
of a Hundi to the Drawee 

'Ztkrt ChttU’ 18 a letter written by the Drawer of 
a Hundi to his Agent or some other person request- 
ing him to honour tbo Hnndi, if it la dishonoured by 
the Drawee. 
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Specimen of a Hciodi 


^ CHUNNI LAL fiATAN LAL,°^S^°^ 

Ho HU^DI— ON— DE^IAND 

fefe iS few<y) gn^uW'-o «fr wl (35- 
B5PI 3rn ftra g^ai g gvS 
gra ?tra ^ni tra gg ^ ^ 

STTJ % 3TO: WI I 55 (qf? sf%q 5» % 

Hlq 50 =,'\5J % ^ ^ Isr I Et^f 5q=5l!It(sE!I5gT3 

srarsn srap) % f^rat !!<l » 1 fit 155 gsjg 

5W aif %1 ^315 ftsRT qHTnj %«g 5T 

qlH q*ii I 

|i) Rpjt firat qii » 35:5'^^? 

5“— ■fjSitJls ^asrers 


f.yptanatlon — The above k a Huodj ou Demau^ 
and denotes the following particulars : — 

ZJcfe— Slst January. 1935 (according to Ecghsb 
Calendar.) 

P/oce— Kburja. 

.4nounf — Ropees Five Hondred. 

Drawers — Chunni Lai Hatan Lai 

Drawee — Messrs GnrmuLh Eai Bs'deoof Hathrsf- 

Payee— Meegr' ShiamLal, Ajudhiva Pra«ad 
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Ilvmdi m Itoman 


CnUNNI LAL RATAN LAL, KHURJA 
No . HuNDi— on— D emand 

Side Serj {Hathras) sedbhastanbk Seri 
PaTRI BBAI (Ourtnkhart Basdeo ji) Joa LlKHl 
Khdbja se Chonnieal Ratanlal XI RAM Ram 
Banohna, apbanch Hundi Nag l apke Upab 

KaRI RDPaVA (Pile hundred ) ANKEN RPPAYA 
(Bs SOOjZt. NlME RUPAYA ( Rs 850) KE DUNE 
Pure Dena YnAN Rkkhe Bhai Shtam Lai 
Ajudkiya Prasad) KE MiTI {Pus Sadx SL HUNDI 
PAHUNOHE TURANT RyPAYA SAHJOO CHALAN 
Bazar thirana Laoay Choeas Kar Dam 
Dena 

Hundi Likhi Miti (Paus Badis) sauat 

\m) 

DASTKHAKCAunnt Lat Ratan Lai) 


Advantages of (be use of B/C 

1 A BiH of exchange is safer than moneft and 
minimises expense and trouble in its use 

2 It IS a legal proof of debt and it also 6xes a 
time for its payment 

3 Being a Negotiable Instrument a B/E can be 
used by several persons to sottto their cross tran 
sections 

4 It increases the number of credit transactions 
and diminishes the use of large quantities of money 
(both coma and notes) resulting in a clear saving 
to the Government of a country 

5 It teaches merchants the habits of being 
punctual, honest, and self respecting 
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A.11 these advantages m turn help to develop credit, 
trade, and industry of a country. 

Bank Drafts —a. Bank Draft IS a Bill of Exchange 
(generally on demand) drawn by one Banker upon 
another, asking him to pay a certain sum of money 
to or to the order of a person named therein. 

Bank Drafts are used mostly for remitting money 
to foreign countries. They are particularly useful 
for travellers and tourists who do not like to carry 
cash along with themselves 


i. Specimen Bank Draft 


THE IMPERIAli BAN£ OF INDIA 


Bs 54^-0 Cotcutfo, loth February, 1935 

On demand pay to the order of Jdr. A. C. 
Cbatterji Rupees fifty-four annas eight only, 
value received. 

W. Nicholson, 
Manager. 


The Manager, 

The Allahabad Bank Ltd , 
Meernt 
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S. Another epectmen of a Bank Draft. 
A. 18812 

Jlmpetlol TBonl! oj jnoia 


*•5 £30-0.0 
{| SECOND 
ijl ^ of Student) CooM 
>. Sterling 


Od. 1932. 

‘^rnand of ihh 
unpaid) ‘Pay la the Order 
^Ltd the turn of ‘Ifhttly Poundt 


L5 Imperial Dank fli leidi# 

3 ^ as aa, OH Strttt, 

\ Union. C C a 


Vclue received 
for ImperJaJ Bask al tails. 


Back NoUs —A Bank Note is a promissory note, 
payable oo demand, and 19 issued by a Bank, 
especially authorised by tbe Government of a coun* 
try, {or instance the Notea issued by the Bank of 
England Herein India the Reserve Bank has now- 
got this right of issuing such Notes on behalf ef the 
Government They are called Currency N'otes, and 
are of the values of Bs 5, Its 10, Rs 50, Bs lUO, Bs. 
500 and Us 1,000. 

An 1 0 U-— It is a written acknowledgment of a debt, 
made by one person to another. The letters I, 0 and 
U have been substituted for the sound of the words 
‘7 owe you’ An I OV does not require any stamp 
Rpectmen I 0 U 


Khurja, Sth December, 1935 
To 

Mr. Bam Behan Mathur, 

I O TJ Ten rupees (Bs 10 ) 

Bhacwat Swarup Saspna 
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AccOQtCOdaliOD Bills — Ac Accommodstioc Bill is 
one which is drawn, accepted, or endorsed withont 
har-ing received any value for it, but simply to assist 
a friend who temporarily stands jn need of money. 

Since such Bills are not real trade Bills, they are 
also known as "JCttes,*‘ “IFiinfmiZ/g,’* etc. 

DocnmeDfary Bills.— A Documentary Bill is a 
Foreign Bill of Exchange having with it the necessary 
shipping documents, (Export Invoice, BiU of Lading, 
Pohcy of Marine Insurance, etc.) relating to a con- 
signment of goods 

These shipping documents are delivered to the 
consignee when he has either accepted or paid the Bill 
(according to terms of agreement, D/A or D/P.) 

fD/AaD9Cva«Q s *g>ins atcepUset. 

A’ete ^ 

\,D/PsiD9CQa«ats *2**^ ptjrs^tl. 

Specimen Documentary Bill— D/P. 


ilancheater^ loth October, 1939. 


i SIXTY d/s pay this First of Ex- 
Stamp I change (Second and Third unpaid) to 
Is j our Order, the sum of one hundred 

1 ! Pounds sterling, value received I 

agajnst — ' 

E/Cj^L four bales of superior Flannel, per 
/ v S S. “Victoria,” Documents attached 

^ ' to be surrendered on payment. 


To Merchant & Co. 

The Elgin Mills Ltd.. 

Cawnpore. 

(Endorsement Pay to the Imperial Bant 
of India, or Order — Merchant fc. Co) 
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A Telegraphic Transfer (T/T) or cable Transfer is 
the quickest method of remitting money from one 
country to another The person desirmg to make 
payment in a foreign country pays into a Bank of 
his own Country the equivalent sum calculated at 
the current rate of exchange, together with the Bank’s 
commission and charges The Bank sends a cable to 
Its branch or other Bank in the foreign country 
directing it to pay the required sum to the person 
named 

Tbe Negotiable lastrumeats Act— Tfais Act prescnbei the Iiws 
relating to the use of Qtllr of Exchange 1 tomiisoiy Notes, and Cheques, 
llundis, though legutateii mostly by local custom and usage, are aUa 
geverned by this Act to some exteat According to this Act a 
'cegotiable mstruTnent* IS one payable eiihec to bearer or to a particular 
person or to hi< order But if the word bearer or ‘order’ is not added 
after the name of the person to whom ii is made psyahle. then it is 
regsided a« payable to that (lerson ot to Ins ‘order’ 

Every Bush instrument is negotiable until its negotiability is restrieied 
«r impaired in some form, for example, by placing a 'reitnctive 
endorsement' on a Bill of Fschange In such a case the payee cannot 
negotiate It further Sirnilatly.ihemldiuonofihewirds Not Neguiuble’ 
in the crossing on a chec{ue imiiaits very greatly its negotiability 

Thus, ordinarily, a Che<iue a Bill of Exchange or a I'tomissot; 
Note, II a Negotiable insirument, but they are ofun made not 
negotiable by putting down certain special resrnetions in the msitumenU 

Besides (he above three there etc some documents which, by 
business custom though not by law, arc regarded as negotiable itiitruments 
for example, a K/K a bill of Lading, a Dock Warrant, a Delivery 
Older, a Share Harrrnf etc The boWer of such in inslrumeilt 
merely gets il e right to sue >n his own name and to recover the debt, 
but he cannot acquire a belter tide to it than that of the transferor They 
diRer from the teal negotiiW* instronienls in that they cannot take the 

illslerfal AlUrtlfoas 

A material alteration in a negotiable instrument consists of the 
following — 

1 AUcration of the date made with the intention of increasing or 
ffdiicinglhc period , 

2 Alteration of the sum payable , 

3 Alceralion of the period for wblefa « li drawn , 

4 Alteration of the pUcc of payment, where mentioned , 
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5 Any other alteration, for instince, the sabs'itclion or addilioa 
of the Mine of a new party , change of the rate of interes , if giren. 

Any sach alteration, if made wnhoat the consent of the party 
whose interests are affected by the change, wil) not be binding on 
snch party, unless of course it was made in order to carry out the com 
mon intention of the onginai parties If such an alteration is made by 
as endorsee, his immediate endorser is dts-barged from all liability to 
him in respect of the conMderalioD of the lostmm'nl An alaraiion 
made by a non party has the same cliect as made by the pirty 

The fol'oinng alterations arc permitted by the Negotiable Instm 
mentsAct — 

I Change from ‘Ordei* to ‘Beater*, by the rightful parly , 

3 Correction ofa mistake, to be initialled by the party malcicg it ; 

5 Crossing a cheque •generally’, if not ero*s“d already? 
‘Specially’, if crossed ‘geaeiallj' , 

4 CoaTertiog a Blank endorsement into a speeui one , 

5 Aiiitica cS the word* ‘Not NegotiabJe’aJocg wnb the cross eg; 

6 Crossing a cheque secood time by a backer to another banker, 
for eollec’ioB. 

7 . Tilling in of blank* in case of inchoate instruments. 

If a material alteration is made id a negotiable instmiaect in *ue!» 
a way that it cannot ordinarily be detected, then the party (a person or 
a banket) who It liable to {lay, pap It in good faith, acc^rdicg to Us 
tenor and sMthout negligence, will be discharged from all liabil ty 
thereon. 

Th* ‘Solder’ of a Negotiable Icprument is defined in the Act as 
any person who is entitled la fiis own name to the possession tbereof and 
to receiTC or recover the amount due thereon from the parties thereto 
So, there are two conditions laid down for enabbng a pers'm to aeqait- 
the rights of a ‘Holded— (l) He must be enblled to ib- possession cf 

the instrument, though be may not be in actual possession of it , (*) 
He must also be entitled to receive or recover the amount himself Thus 
according to the first coudilion an agent holding an ics'rumecl for bis 

principal shall not become the nghtfnl owner of the document, bet fee 
may receive its payroent to be accounted to the principal According 
to the second condition a person may be in possesion of the instrument 
(e.g., a thief, or one who has found it amnewherej b"t be cacnol legally 
obtain Its payment, for himself Hence, if a Cbeq-e, a Bill or P/** is 
lost or destroyed its ‘bolder’ IS that person who was so entitled at the 
time of loss or des*metioD of the inSrumect 
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The Holder in doe eoarse » the ngbtful onnet of a B^E ajidbe 
acquires this position only when he has fulfilled the following con 
ditions — 

(I) That the Bill ^toaflele an4 rf£a'ar gn He/ac/ vihea he 
took It, that IS, there was nothing wrong ot irregular m the instrument, 
and the endorsement, if any, was also genuioe 

(a) That he ttti tht Bill m txekangtfer stmclhingvaluabli, which 
Deans money goods or lemce , 

( 3 ) That It was 'net ner due’ that is, the limi mentioned in the 
Bill did ml exfiire, when he look it , and 

(4) That he took it 'in gaod faHh' lienti fide) This means 
that he did not know whether the transferor’s title to the Bill 
(if It was transferred^ was defeetire . or thacthe transferor himself was 
Hot the true owner of the Bill , oor whether the Bill was dishonoured 
pieviously, if such was the case 

The Holder in due Course can toe lo his own name any or all 
the parties to a bill, and recover the amouni from them, ID spite of any 
defect in the title of the previous endorser or endorsers He should, 
however, act not only honestly, but alto with diligence and caution 

The doses of a negotiable lostcnment does net acquire the pos lion 
of a 'holder la due course’, as he does ooi receive it for value 

A Bolder tor relae is the holder of a Bill for which relue has 
been paid at sometime by some ooe but not neceitanly by him, e g , 
the donee of a Bill So, he differs Irom a Holder in due course in 
that the latter pays the value himself Further, the rights of a ‘ilolder 
for value’ can never be belter than those of the transferor If the 
transferor’s title is defective so will also be that of the transferee who 
IS (he ilolder for value 

Inthoute sianiped lastromeDla— The Megatable Instrumenu Act 
allows a person to deliver to another person a stamped and signed paper 
either wholly blank or having written thereon en incomplete negotiable 
iBSteamen! He gives the bolder fimna yaetr right to make or 
complete the instrument on the paper for any amount specified therein 
and Covered by the stamp The person so signing becomes liable upon 
such instrument m the capacity m which he signs the same, to any 
holder in due course for such amount Not only the oiig nal holder 
but also a subsequent bolder can fill up the instrument A mere holder 
for safe enstody cannot, however, do so 

Lost Instraments— If a Bill IS lost or stolen the owner does not lose 
bis title to It He can claim it from the bnder or thief or any transferee 

provided that such a transferee IS not a •holder indue course lathe 
Jailer case the loser has no remedy butto find out the thief and recover 
the amount from him But if a loser can prove that the peison m 
possession of the Bill had a knowlege that « was a iiolen Bill when he 
took It. then the holder is lo no better pos mob rban the thief and must 
return the instrument to the loser 
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It IS advisable, therefore, for the los»* to notify the loss aad 
Its beiBj Eiet OB the due <3»te, if pos^ibte 

The loser of the Bill is eDJtled to deesasd piyweEt of ih* Bi.1 fros 
the acceptor oD the doe date and to gjre no ice of dishosocr to afJ 
parties, if it is dishonoured. If he does co* do so be los-s all clti=S 
ajaiast the pr^iot-s parties. 

The loser can also demand froa the drairer a dopbcale copy of the 
rnstmnent by ginog him soSaent aeeunry to cake good his claims, if 
the lostrumect alleged to hare been lost is found and claimed by 
another person. 

Period of IJotoUoa 

The period of limitation on a B/E or a P/N is three years, that is, no 
lase will be entertained by a Court after 3 years from th“ Jart da.e 
•pecified for payment. 

The period begins to run as follows — 

t OnaB/EorP/K payable at a fixed tine after da e, froa the 
date os which the Bill or N ote falls ds^ 

z. Oa a B/E ot P/N payable at «ight or after sight btf not » fixed 
tune, from the date on which it is presented asdsigh’ed. 

3 Os a B/E ot P/N payable at a fixed tme ai er egbt, froa the 
date os which the fixed nsie expires 

4 Os a B/E payable at a panirslar place, Iron the date os which 
it was presented at that place 

5 Oaa P/N girea by the milerto a third person tobedertered 
to the patee after a certain exect should tappen, from the da*e of the 
dehrery to the payee 

fi Oa a dishonoBied Toreigo BUI, where prOtert has been made aod 
nojc" giTca, ftom the date on which the notice is girea. 

7 Os a B/E dishoBonted by noD-acceptaa*e, from the date of the 
refusal to accept. 

8 Oa an Accommodation Bill from the da'e oa which the aecep*or 
pays the amoast of the BilL 

Lfabiflty of a CTnictt.— The capacity to coctrtct isdetermined by 

the personal cases of diSeiem indiTid(til& Any person cottpirtest to 
contract may bind himself or be bonnd by draw ng, ar^pung, endorsing 
tOddelivenng a Negotiable jnstrumect- 

A mmor, bowerer, cannot bind himself personally, tbo-;h he 
may bind all other parties tn rt by becoming a party of the icstr'aent. 

UsbQlty cl a CorporatiOB.— A c-rporalion. being an impersonal 

body, has no power to become a party to a bill urirn.r^ tmrs’, 
ra/erz-TeJ iy tki li'zj unier s'hcl t 1 tashera i« J)rfpr”!i 

Liability of an Ageot. — A general aaibonT to transa-t bns.ness 
and to reeeiTs and discharge debts, docs no* confer tp’n an agent 
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the power to eccept or eadotse bills of eschsnge jo is to bind his 
principal Again, an authorKj to dnor bills o/excharge does not of 
Itself give an authority to endorse Therefore, an agent who signs for 
his principal, without intending to incur personal liability, should 
be careful Co indicate on the fece of the mstrumcDC that he signs as 
an agent only 

When any person signs m his trade name, he is liable in the 
same way as if he had sigried his own name But a partner, acting 
within the scope of his aothoniy, iigtislhe name of the firm, the firm 
IS liable And when there is no clear indicatiori >n the sigsature made 
by an agent that he is ugnin^ for his principal the agent will be 
personally liable This position is not altered even if the agent gives 
h;s descriptive rule to the signature, for ezeniple, in signatures ssch as, 
“B N Mura, Agent, S Maitin and Co” or “B N Mitta, Secretary, 
Northwestern Sugar Taetory ltd,” Mr B N Mitta is personally 
liable But if he signs “S ftlartin and Co , E N Jfitta, Agent , 
or per (or (or) North Western Sogai Factory, Ltd., Secretary, he is free 
from any petsosal liability 

Test Qucbtiuns 

I DeSne a Ptomissoty Note, and point out how it diSecs from— 


(a) A Blit of Exchange 
(i) A Cheque 

(r) Government Currency Note 

» What IS meant by ‘Joint’ and ‘Joint and several' liability of a 
r/N ? Show the ezamplet 

3 What IS a ifundi I Name and explain its mam kinds 

4 Wiiie short notes on — 

■Via’ of a Foreign brll , Usance, Allonge, 'Samaehit,' 'Zikti Chitthi,’ 
Sola bill, Bank Note, and a T/T 

5 Define a Bank Draft When it la epecially useful? Give a 
ipeeitnen of it. 

6 What is an “lOU”. how does rtdiffer from a P/N ? Draw 
one to illusirsie yOur answer 

7 What is a Documentary Bill . vr hen is It used ? 

8. Discuss the advantages and disadvantages of the use of Bills of 
Exchange 

9 Drawers II Hamilton & Co , New York 

Drawees P Patetsoo A Sons, Halifax 


Draw a Documentary 30 days sight draft for « w dollars, the value 

of a cases Glasswares, marked a, p..p 

by Messrs Thornton Bros, / X ^orkto the Royal 

Hotel, Halifax x ® / 


Ilalifai 
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10 Messrs. A Hamngton&Co of Lieerpoo!, owe to The Eislern 
Trading Co., of Madras Rs 40S You ate required to draw in proper 
•commereisl form, a bill of exchange (second xia), dated 2ad April, alto 
d/s, ID settlemenL Rate of Exchai^e £=13^-2 rupees. 

11. L. Eai) Nath Ba! Mnhasd of Arnntsax borrow from Messs 
Tasdoo Bros. &. Co., of Ludhraca a sao of Kc. 30Q. Show a P/S, 
first ■joint’ and then ‘seTeraT, for the amount. 

12. Suppose an 1 O U isgiren for the abore loan, show how it will 
be worded 

13 Calculate the amount of stamp dinj required on— 

(i) A bill for Rs 27S at 3 a/d. 

A bill for Rs. 30a at 7 dajs after sigbL 
(r) A P/N for Rs. 75 payable on demand. 

14 The National Bank of India Ltd., Debt, draws a bill on the 
Punjab Bank Lahore, for Rs. 250, in farour of Pu Hua Lai Rhansa, 
Prepare it 

15 Wnle out a Heodi (on demand) for Rs. 7W, drawn by L. 
Ki<has Fal, Ptem Narain of ^leoCa on ^ibSutaj Mai cf KkuiTa. 

t6 Gkb the deCniUon of a Negotiable Inrjument and bnog out i3 
exact nature. 

27. ^Hiat are material alterations ; what is ibeirefect 1 

iS How do you difi'erentiate between a bolder and a ho'deriadoe 
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JJome Trade 


A reference to the Occupation Chart given in the 
beginning of this book will show that Trade is that 
part of Commerce which is concerned with the pur- 
chase and sale of goods It is easy to understand 
that mere production of goods is not suihcient to 
satisfy our wants The producer or manufacturer of 
goods does not do so for the satisfaction of his own 
wants as used to happen in earlier times He now 
collects or prepares things to bu exchanged with 
other things produced or made by others Each 
jisrson or group of persons, now-a days, follows a 
different occupation, and exchange of each one’s pro- 
duct or services is necessary so that all of our wants 
and needs be completely eatisGed 

Barter aod Moaef— There was a time when goods 
were exchanged directly for goods, because there 
n ere not many things to part hands, as man lived a 
simple life with only a few wants to meat This kind 
of exchange is called Barler Human wants and needs 
have now multiplied and. consequently, the number 
and variety of goods to bo exchanged have also 
grown vast JIODCy has, therefore, to be used now 
as a medium of exchange by all civilized peoples of 
the world Goods are first given away for money 
and then with money they acquire other goods and 
personal services 


Kinds of Trade 


r 

Home 

Wholesale Retail 


“1 
Foreign 
! 


Export 



368 BTJBIJIESSTBAl2a>G 

Trade may be divided into Inland and Foreign 

The buring and heUiDg of goods earned on mthin 
the limits of a country is tnovrn as its Inland or Home 
Trade , and the trade earned on between two or more 
countries is their Foreign Trade Foreign trade con 
Bists of the Imports and Exports of a countrr, and 
IB also known as its external trade 

There are also a few other kinds of trade as 
follows — 

Oterland Trade — This i® trade carried on between 
two or more adjoining countries by Jand route®, for 
example, between India and Afghanistan, China and 
Tibbet, etc 

Coasting Trade — It means trade conducted 
amongst the sea ports of the same country, e 
between Rangoon and Calcutta, Madras and Colombo, 
etc. 

Local 7Vode~This is an idea of trade on a reiy 
small scale, e g , the daily buying and selling that 
takes place in the gram or suen other market of a 
town or city 

Home Trade is of two tmds— 

Wholesale Trade, which means the baying end 
sellmg of goods in large quantities 

Retail Trade, means trade in small quantities of 
goods 

Flow Ol Goods — Things required for the various 
needs of man are colJectireJy termed 'goods ' First 
of all goods are produced or manufactured — ^by hand 
or by machinery — in very large quantities They are 
then sold to wholesale merchants or large stock- 
keepers at wholesale prices in the big markets or 
Mandis The wholesalers next sell them to Retail 
merchants or ordinary shop keepers These in turn 
sell at retail prjces'T.o consumers, who tbemselres 
use the things 

This IS the general order in which goods reach 
the public, but now-a-days consumers or neers of 
things can buy goods directly from the wholesalers, 
provided they order in sufficiently large quantities 



Flow of Goods 
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These two classes of per«ons — the tVhole=3le- 
trader and the Betail trader — perform verT im 
portant function^ in the organization of trade earned 
on these days — (a) The growers or makers of goods 
cannot possibly arrange for the sale of their prodacts 
directlr to the consumers of those thing" Tber 
have already too many details of their own particnlar 
work to look after The Wholesalers come to the 
help of the manufactniers in this respect (b) It is the 
whole alers again who direct the manufacturers as 
regards the kind or quality of goods to be prepared, 
tc) Tter possess ample funds and can easily extend 
credit to the ttetail dealers lu) Ther hold large 
stocks of different vaneties of goods and can regulate 
the prices br controlling the supply 

Similarly* the Hclallers are useful in their own 
way (c) They are in clo«e touch with the consumers 
and knowing their exact wants and requirements can 
prompt the wbol'slers to aek the manufactarers to 
produce oclv those goods and tbo'e grades orvaneties 
that are in current demand (6) Tbev bring the goods 
to the verv door of the con«unier' aedthuesavetbem 
from otherwise a great deal of trouble m getting 
tbeir requirements straight from the producer* 
(e) They also introduce new Linds of goods to the 
U"ers (d) Their "ales being usoallv for cash monev, 
thev inculcate among*! tbe buviDg public the habits 
of Stinog and paving for tbeir dailv requirements 

In fact it IS due to tbe close and regular 
connection* of the manufacturers or producerj? 
the wholesale merchants and the retail dealers that 
the ne ds of each and every individual o' modern 
Eocietv are being fulfilled completelv and roost 
e'^siiv 

Forms ol Easiness Ownership 

Bu*iDe«* both whole*aJe and retail is carried on 
the*e days under several forms each diffe-ing from 
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the Other jn its kind of ownership and nature of 
organization The following are the chief forms 
Ooe-man business is that business which is exclu- 
sively owned and carried on by a sole trader The pro- 
nrietor who la generally the head of his family, may 
L assisted in his work by the sons, brothers, or even 
other male members The shop or business-house 
IS usually named alter the proprietor and ‘he eldest 
of one of the sons or brothers Much of the retail 
business is done in this way 

Partnership —When two or more persons (not 
exceeding 20) unite together tbeir capitals, goods or 
other possessions, and also their labour and skill 
for the purpose of carrying on a common business. 
Uncalled a Partnership or Arm. and each person 
composing the firm is known as a Partner 

In India the Family Partnership is the moat 
usuaWorm^f business ownor-hip It consists of 
Tfew mimbera of a family, or near relatives or even 
frieSd? and each contributes a definite sum towards 
JirMPiul of the firm and each shares infixed 
the capuai losses of the business 

Kh'of the «t>ll at.ll also wholasaio trade IS carried 
on by partnership firms 

The cutea. ;s“S.fpa?[S?Sh.p‘,'a„droSor 

Inlnt Sloch Company w an association of 
one of whom holds a certain number 
‘’?”t™r''.’s ta So «p.t»l Of the Coiapany, each capital 

of shares in tne p shareholders themselves 

being contributed by , liability of each 

"‘'hoWer " B “a" rally ItatHaJ '»» *”! 

share A Joint Stock Company must 

"Sl^wtlh "hi ta/«°a‘t»"a down .a the 

Companies Act 
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Large scale business, industrial or commercial, 
IS possible only under the form of Company ovrner- 
ship, because it not only enables huge capital to 
be collected for running such businesses but aNo 
avoids the risk of heavy losses to be borne by 
a few individuals as happens in the case of a 
Partnership Further, a Company can continue for 
any indefinite length of time, while a Partnership 
has to be dissolved on the death or retirement of a 
partner. 

Types ol Beleil Shops — Retail business is usually 
conducted by shop'Leepers or small merchants adopt 
mg one or other of the following systems of sale — 

1 A Slo^lo Shop — Here the owner or head of the 
business deals personally with the customers as thev 
visit the shops to purchase things of their daily 
requirements Though prices are supposed to be 
already fixed for each particular article, it is sot 
unusual (at least in India and other Eastern coun 
tries) to agree to the final price after some higgling 
and bargaining on both sides 

Another variety in the same line is what is termed 
a 'one price system’ where cheap articles of the same 
class or of related classes are displayed m tastefully 
decorated shops, and each article or one of the same 
group 19 sold for the same fixed price Articles of 
dress and toiletry, children’s play thing':, etc , cost 
mg a few annas each are generally sold m this wav 
m most big cities 

2 A Dspnrtincntsl Slor6— With a view to provide 
customers the facility of purchasing most of their 
requirements from the same business house, the 
practice of opening several departments situated in 
the same building and under the same owner«hip and 
management is growing rapidly m big cities where 
population 15 large enough and markets are scattered 
They generally occupy a central place on the 
crossing of streets and roads 
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Here each department has got a room for Itself 
and it IS stocked with goods of one class, e g , one 
department sells Cloth and Dress material , one, 
articles of General Merchandise another, Books and 
Stationery and still another. Food Provisions, etc 
France the original home of departmental stores 

3 A Multiple S&op means a large scale retail 
business having a number of branches within the same 
town or city, the same country, or even in other 
countries Fach branch is managed by a branch* 
nianagdr, and the whole business is supervised by a 
General Manager The goods are stocked at the 
Head Office and they are sent to the Branches m 
small lota to be retailed for cash The business is 
generally owned by a Company 

This system is based on the idea of supplying 
well known article or articles close to the customer’a 
home or place of work This eaves much time and 
also travelling expenses of those who happen to live 
at a distance from the mam part of a city This also 
avoids the middlemens profits and so the price is 
kept within reasonable limits 

Metbodj of Ousloess Cxpasslou 

In modern competitive trade it is not enough to 
start a business and then rest content with whatever 
custom IS secured in the usual way Both m the 
wholesale and the retail trades several methods have 
to be adopted for introducing new business, and for 
attracting more customera to extend further busi- 
ness 

The principal methods employed for this purpose 
are as follows though they differ considerably accord- 
ing to the «ize of business nature of trade, and the 
customs and manners of the particular people for 
whom they are meant — 

1 Window Dressing —In the retail trade the nest 
and attractive display of goods in windows and 
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shop fronts has become a regular art This arrange- 
ment IS usually met with in shops dealing in fancy 
goods and dress material The one price shops also 
take good advantage of this method, because it 
possesses a great attractive force m drawing the 
attention of the passing crowd 

2 Trade Fairs — In earlier tunes when means of 
communication and transport were not developed, 
fairs were the chief source for the purchase and sale 
of goods in nearly every country some of the fairs 
of tho«e days lasted for months and traders and mer- 
chants of different nationalities met there Till 
recently in India the weekly or bi weekly ‘patnths or 
'hats held in villages were nothing but fairs on very 
small scales But the fairs now held are mostly 
religious in their e.9seoce, although a good deal of 
buying and selling is done there also 

3 Ezhibltions— Originally, exhibitions were 
meant to serve the purposeof education and informa- 
tion for the masses But, later on, tbeit chief aim has 
been to introduce new goods and especially worts 
of art and design Merchants and manufacturers 
come from distant places and display their own 
particular goods in tbe stalls, so arranged that goods 
of one class or groupoccupy one row or line of stalls 

'Swadeshi' Exhibitions are a regular feature in 
India these days and are being organized on very 
grand scales in tbe principal cities of tbe country. 
Here mill made products as well as works of real art 
and design or fine articles of delicate workmanship 
are exhibited, and thus provide a definite idea as to 
the country’s inaustrial progress 

Sometimes world exhibitions are organized by 
interested countries, for example the iVembleif 
Exhibition of London held some years ago 

4 Markets and Exchanges— A market is a meeting- 
place where buyers and sellers transact their business 
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Sometimes this term ladicates a large trading centre 
or port, e 7 , AmntBar for wool and gram . Karacbr 
for wheat , Bombay and Liverpool forcotionjCal- 
catta for ]ute , Delhi and Bombay for Bullion, etc.* 
and money market in Lombard Street, London 

Simiiary, there aro other important markets for 
other chief products or goods, either grown or 
manufactured in the neigEibourhood of the place or 
collected for wholesale trade They are generally 
called Exchanges or A/and^y For dealing m shares 
and stocks there are other markets known as Stock 
ExckangcH, for instance Calcutta and Bombay in 
India , London in hngland, and New York m U f? A 

In these markets and Exchanges business is 
transacted^isually through brokers and agents, and 
beside* serving as convenient meeting places for 
buyers and sellors their chief function is to regulate 
prices The prices ruling in these markets are 
published in newspapers, in the name of 'Market 
Jieporta ' A study of those reports enables business- 
men to know whether prices are rising or falling 
and what their likely tendency is id neat future 

5 Salcsman-TraTellers— Big retail and wholesale 
6 rras send out, at regular intervals, travelling eales- 
men and agents who go on touring through important 
places They visit all likely buyers of their wares 
or articles and secure orders by showing samples 
and designs of those thing# together with descriptive 
literature 

They also study the exact requirements of the 
places visited as regards fashions, customs, and 
general outlook of the customer# and send regular 
reports to their employers giving them full instruc- 
tions for meeting the requirements, real needs, or 
more whims of the buyers of particular localities 

The chief advantage of tW® method of approaching 
customers is that the salesmen can discuss with the 
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customers all the details and erplam all matters in 
the best possible manner, and thus establish a sort 
of personal contact between the businecs hou'-e| and 
the customers 

6 AdvertislD^ — Due to keen competition amongst 
businessmen and for bringing new products to the 
notice of the buying public advertising in one form 
or other has become part and parcel of modem 
business In all advanced countries, and especially 
so m U S A-, England and Germany, they spend 
huge sums on Advertising with very good results 
In India and other countries too business men have 
learnt the secret of wide publicity. 

The mam purpose of advertising is to impress 
upon the educated public the benefits and advantages 
of using the thing advertised. Thus, it is as effective 
means of crestmg a new demand or at least main* 
taming an old one Readers of this book must be 
familiar with the advertisement notices that appear 
m all sorts of newspapers and magazines where 
patent madicmes and other things are so highly 
praised as to create at once in the minds of the rea- 
ders a desire to use or possess only those very thmgs. 

Trade marks, illnstrations. meaningful catch 
words, and even appropriate ‘slogans* are used in 
advertisements to attract and sustain the attention 
of customers 

For different classes of customers, and for 
different localities, different mediums are used for 
advertising e p,wall posters, band bills, newspapers, 
magazines, *come and go* coloured electric lights, etc 

Advertisement has now become an intricate science 
and it is not possible nor necessary to discu's all it« 
aspects here It must be said, however, that although 
demand for all sorts of goods can be created bv means 
of bogus advertising, it IS ultimately reallv genuine 
articles the demand for which lasts unshaken So, 
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faoneat and genuine advartisinh is beneficial for both 
the buyer and the seller and it alone can improve 
the trade of a country* and its business relations 
with other countries 

Mali Orders and the 'Follow-up' system— In the 
Mail Order plan goods are sold through the medium 
of the Post Office on the V P system A list 
of addresses of likely buyers is prepared and catalo- 
gues and booklets describing the merits and uses of 
the article or articles are sent to them This is 
further supplemented by advertisements in daily and 
other newspapers 

This mail order or 'post order* business may be 
established as an independent one or may be a separate 
department of a business 

The chief advantage of this system is that a man 
who 18 rather very bu«y or lives awav from towns 
and cities can make his selection of goods bystudyiQg 
the catalogues and other literature This system 
originated m U S A and is now a common feature 
in nearly all countries 

A further step in the Mail Order method is that 
once a letter has been sent to a customer or an 
enquiry received from him, the matter is not allowed 
to rest tfiere if it results in no business Repeated 
appeals are addressed to him at regular intervals 
(weekly, fortnightlv. monthly or even quarterly) 
pointing out the uses and merits of the particular 
goods, till either some business is secured or the 
would bo customer’s name has to be removed from 
the list This 'follow-up system is based on 
the principle that it requires several repeated 
impressions to fix an idea in the m^ind of the 
average person The main purpose of "follow-up' 
letters is to convince the addressee that the article 
in question is itself good and that he will bo wiser to 
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8. Samples, Trial Uses, etc.— Sample® are fre- 
quently enclosed in order to enable the prospective 
buyer to make tests for himeelf Soap«, face-cream®, 
tooth paste®, tonic medicmo®, etc . are generally «ent 
in thi® Pieces of cloth are glued to letters to 

show the qudlitv and de=ign of the cloth. 

In the case of co®tly books, gramophone®, radio- 
receiver®, etc , the general practice is to make an 
offer of u®e and trial within a stated period of a 
week or so Trial u®e is a ver- important form of 
conviction, because it shows that the seller doe» not 
overstate the merits of his own goods. 

Again, sometimes the seller gives a guarantee that 
what he sells is exactly as repre-ected, and that 
“Money bad. tf not sati$fied.’' For watches and clocks 
the form of the guarantee u«uaUv is that they will 
give good service for stated number of years without 
requiring any repairs in the ordinary course If de- 
fects be d.scovered in the meantime the seller pro- 
mises to take back the article and set it right or 
replace it with a good one. 


Test Quest l< 



CHAPTER XIX 

Commercial Terms 

Gensrtlly those teime (hat hmve itteady been explained in the text 
have nut been included here 

Acceptance Supra Protest— When & Riii of Ex- 
chanee, after boiRgprotesteid, is accepted, by a person 
twho IS not already a party to the BjU) to saro the 
credit of ony persoo liable upon jt, it is tnown as 
‘acceptance supra (that is, after) protest ' 

Ad Valorem means ‘according to value.” and 
applies to Stamp Dat> on Bills, and also to customs 
Dutie*. 

Advance means payment of part of money as 
price of goods contracted to bo purchased, e fj , ‘20% 
advance with ardor ‘ 

Advice 18 a written message giving information 
that goods have been forwarded, or Bill drawn , or it 
may direct a Banlt to honour u cheque. 

Asslgnnienl— A transfer of property or debt by 
one person to another, by means of a deed 

Audit means checking of Books of Accounts by 
qualified persons (called Auditors) to discover any 
errors or frauds 

Average Due Dale — A date found by arithmetical 
calculation on which* single payment can be made 
(without loss to any party) instead of several pay- 
mentsdueoa different dates 

OaiaOCC of Trade means the difference between 
the imports and exports of a country Jt is said to be 
yaipiirable’ when the exports exceed the imports 
jilalance Sheet is a statement of the Assets and 
Liabilities of a business, and la prepared on a particu- 
lar date, usually the end of the year, to show the 
exact financial position of the business 
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Bank Note is a Fro£ni«‘5ory Note issued far a Bank, 
payable on demand The Bank of England issues 
such Notes In India no Bank has the right of issu- 
ing them except the Reserve Bank Government 
Promissory Notes here serve the same purpose 

Back Bate is the minimum rate at which the Bank 
of England discounts good Bills of Exchange, or 
grants short loans 

Baakrapt is a person who is unable to pay off all 
his creditors in full 

Barter means the interchange of goods or services 
without the use of money 

Bill Ol Sale — It IS a security given for a debt It 
gives the holder the power to sell the goods named 
therein 

Beaded Goods are tbo«e on which Customs Duty 
has to be paid They are stored in * Bon ded Ware 
houses till the payment of such duty, 

BoaatJ’ means tbe monetary help given by a 
Government to encourage the production of some 
commodity or article. 

Bullion — Gold or Silver m on coined form 

By-product — A commodity made during the pro- 
cess of producing tbe mam article or commodity, 
e p , oilcakes in tbe pressing of oil 

Carat — The »>\ part of an nunc© it denotes tbe 
fineness of gold, e g , ‘14 carat gold’ means fourteen 
parts pure gold and ten parts alloy. 

Carrier — In general it means anv person firm or 
company that does the work of carrying goods of 
other people, on hire 

Charter Party— It is a contract wberebv a mer- 
chant can hire whole of a ship It contains tbe terms 
and conditions applicable to the mutual obligations 
and re'pon'ibilities of the shipowner and the shipper. 
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Copy-right is the exclusive right enjoyed by a 
publisher to print and publish books specially prepar- 
ed for him by authors 

Crato IS a case made of strips of wood, and is used 
for packing cycles or other sm&H parts of inacbijiery 

Currency means the gold end silver coins, Notes, 
and other circulating media of a country Gold is the 
standard currency of most civilised countries, and is 
the basis of all payments, home or foreign. Indian 
currency consists of silver Kupees, Copper coins, and 
Government Notes 

Customs Duty— The charge or tax levied by 
Government on the import or export of certain goods 

^ Gum Dividend — With the right to receive the divi- 
dend due 

Credit — (U Period allowed for the payment of the 
price of goods purchased. (2) Good reputation of 
sclreacr and honastf la businase 

Dealers — Merchants. Wholesale or Ketail 

Decode— To translate the code words of a telegram 
into ordinary language 

-.Remand Draft (D/D.) is a Bill of Exchange pay- 
able on demand Kundis and Promissory Notes are 
also drawn payable on demand. They require no 
‘days of grace’ 

Demurrage— A charge made, at a certain rate per 
day, by Railway and Shipping Companies (1) if goods 
ate not removed within a fixed period, (2) if the 
wagons, barges or ships are detained bevond a cer- 
tain agreed time 

earnest is the sum advanced by a buyer of goods 
in order to bind the seller to fulfil the terms of his 
agreement 

t.t or L & 0. C (errors Excepted or Errors and 
Omissions Excepted) are often written at the foot of 
Invoices, Debit and Credit Notes, and SCaternents of 
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A.ccount The sense js that the render of the'e docn* 
ments reserves the right to correct anr isiststes 
that may be discovered later on But novr-a-days 
their use i® being regarded with disfavour, since they 
denote the habit of *:)or«jJine*s. 

Entrepot — An intermediate foreign port for 
receiving temporarily the goods woich are beng 
‘'hipped to another place 

Elzcise IS a tax imposed by the Government of a 
countrv on the mannfactore and u'e of certain 
selected articles, for example. Salt and Opium Ex- 
cises in India. 

Ex-DirWeDd— Without anv right to claim dividend 
which has just been declared. 

Firm means two or more persons united in part- 
nerships for the purpose of trading 

Forgerj is the act of fraudnlently making or 
changing the writing, the signature, or the seal, on a 
document, in snch a way as to harm the rights of 
another person 

Garnishee Order ts an order served by the court 
on persons and Banks warning them not to part with 
money which they owe to an adjudged debtor. 

GodOHD — A warehouse where goods are stored 
by big manufacturer-, and wholesale merchant'' 

Gross— (1) A «er of twelve dozens. (2) The amount 
before any deductions are allowed on iL 

House — It IS u^ed inlhe same Eea=e as the term 
‘Firm.’ 

To honoar a bill of exchange means to pay it 
when due. 

Income-Taxis a pannent to Government, at a 
certain rate, on one’s income during a year, when 
that income reaches or exceeds a fired limit. 

InsolrCQt IS a porson who is unable to satisfy all 
his creditors in full, that is, unable to pay 16 annas 
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in the rupee He can only a compo^tl on of so 
many annas in the rupee to settle the whole of hi3 
debt 

Solvent means the opposite of the above 
'^Insurance la a contract whereby a person agrees 
to make good the loss of hfe or property injured in 
lieu of a premium {which see below) It may be Life 
Assurance fire Insurance or Marine Insurance 
Inlermodlarj is an a^ent who brings buyers and 
sellers together for transacting business He charges 
a commission for hia service 

‘Kites are Accommodation or fictitious Bills of 
Exchange 

Leakage is an allowance grontcd to importer^ of 
wine or oil for the waste and damage which is likely 
lo result 

Lease Is a document «euine forth the conditions of 
a contract for letting lands or hu idmgs for a term 
of years in return for ao annual rent 

Legacy m a gift made by will of one a personal 
property or belongings 

•^^Letler ol Credit is a letter granted by a Banker or 
by a merchant to a person whereby ha 18 enabled to 
get money, within a certain amount from the Banker 
or merchant named w the letter 

When the letter bears names of several bankers 
or merchants it is termed a Circulor Letter of 
Credit 

Lien IS the legal right to hold a person s property 
until payment of a debt Is received 

Locus SlgllJI— The place of putting a seal marked 
with o circle on a printed document 

Long Bills are those Bills of Exchange which are 
drawn for comparatively a longer period S^ori Bills 
are those drawn for very short period 

Marked Cheque JS one which has been initialled by 
the banker upon wboni it is drawn signifying that it 
IS in order and will bo paid whon presented next 



384 


BrSINESS TRAIKIKG 


filerchailt is a wholesale dealer or ooe vrbo trades 
on a.large scale with foreign countries. 

SIlddleniaQ is an intermediary or agent who acts 
between a buyer and a seller and makes his own 
profit out of their transaction. 

Morl^age is the conditional transfer of land or 
other valuable property as security for a loan. The 
document containing the terms of the transfer is 
called the mortgage dead. The person who mort- 
gages his property is known as the mortgagor and 
tbfe one to whom it is transferred, the mortgagee. 

/ Negotiable lostromeals— Cheques, Bills of Ex- 
change, Promissory Notes aj.d Hundis are called as 
such, because when negotiated or passed on they 
confer the same rights and obligations on the re- 
ceiver. They are regulated by the ’Negotiable Ins- 
truments Act.' 

Notary Pabllc is a specially authorised persoUt 
ususlly a High Court Vakil, who attests, copies, 
or translates certain documents ; and who presents 
dishonoured Bills of Exchange, and protests and 
notes as to their non-acceptance or non-payment. 
He Is appointed by the Governor General in India. 

Overdratt. — When a Banker allows a customer to 
withdraw money from his account, over and above 
the balance to his credit, it is said to be an overdraft. 

Patent is a sole right granted by the Government 
of a country entitling the pafenfee to make and use 
bis invention for a certain number of years, usnally 
fourteen. The patentee has to pay an annua! fee 
and be is protected against imitation of bis patent by 
any unauthorised person. 

Power of Allorney — ^It is a formal doccment by 
which one person is legally authorised to act for 
another and to sign papers on behalf of that other 
person. He is then said to act *per procurationem/ 

/ Preminm is the periodical payment, (monthly, 
.-quarterly, half-yearly, or yearly) made by the 
insured to the party insuring life, goods or property. 
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Proxy IS a Derson -who js authorised by another to 
attend meetings of societies, associations, or busj 
ness companies, and vote for the latter 

Quorum 1<> the minimum number of persons who 
must be necessarily prebent at a meeting for conduct- 
ing the business in a rightful manner This number 
is always fixed in the constitution of a body or society. 

Bebate is an allowance made by a banker or other 
person when an acceptor meets a Bill of Exchange 
before it la due It is bO to say interest for the 
period for which the Bill would have still to run. 

Bemlttauce is a sum of money sent or remitted by 
one person to another It may take the form of coins. 
Notes, Cheques, Bills, or even Stamps and Money 
Orders or Postal Orders. 

BetalUr is one who sells goods in small quantities 
to the general public and is usually known as a trades- 
man or shop. keeper. 

SSDS (rals— Sometimes the collecting banker is 
instructed not to incur any expense for noUng 
and proteaitnq of a Bill, when the words "Satis frais “ 
are written on the Bill 

Statement is an account sent out periodically 
(usually monthly) to debtors It shows the various 
amounts of goods purchased, together with any cash 
paid or allowance made, and the net balance due 

Sterling is a special term used to denote English 
£ s d and paper currency 

Stock lO-trade means the stock of goods in the 
shop or godown of a merchant and ready for sale. 

Stoppage lo Transit— This is the right of stopping 
goods, while in course of being earned, by an unpaid 
seller. 

Telegraphic Transfer (T/T)— This is a method of 
paying money in a foreign country by sending a cable- 
gram The necessary amount at the current rate of 
exchange 13 deposited with a Bank and the Banker 
25 
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sends a cable with necessary particulars to his foreign 
branch or correspondent. 

Trade Bill is a Bill of exchange dratra in connec- 
tion with Actual trade transactions. It is just the 
opposite of an Accommodatton Btll 

Torno^er is the amount of total Bale'^ affected 
during a certain period, usually a year. 

Ullage means the difference between the full caps- 
city and the actual contents of a cask. 

Wholesaler is one who buys large quantiti‘»s of 
goods and sells them to other merchants for export, 
or to retailers for home sale 


Basioess AbhreTlafloos 
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D/d 

D;D 

Dept 


Depnsit Account 
Document »c»mst 
Aceeptnnce 
Da)S after dale 
Demand Draft 
Depart tnent 
Draft 


E C 
E fc 

E 8. 0 E 


Inst 


Km < 


Dividend 
Debit Note 
Delivery Older 
ditto (the same) 

Dollar 
Doten I , 

Ooeoments acaioit i )»" 
payment 1 

Debtor Doctor I'T 
Deposit Receipt 
Days after sight 
Dock Waitant ] 

j Delivery 

East 

East Centrel 
Errors eacepted 
Errors and om s 
sions eacepted 

^(Of eaanple) 
Enclosure 
ec cetiv (and so on) 

O It without 


> ree alongside sh p | 
Toolscap 
i ree on Board 


(jteal Eritain 
Governor General 


Government 
General Post OfBce 

Hogshead 
His Majesty’s 
Customs 
Horse power 
Hour 

TTtil (that is) 

Inttan! (ptesent 
month) 

Interest 

I owe you 


juiy°^ 

Kilometre 

Knight 

Pound (itecliag) 
pound (weight) 
Letter of cted l 
Limited 
Liverpool 


months after date 

memorandum 


Manuscript 
Money Order 
Month 
Months after 


sight 


Natt Bini (take 
note) 

Notary Public 
Nu tfro (Number) 
Not sufficient Funds 
New Yoik 
New Zealand 
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O/a 

On aeecrarl 

1 ^ 

bhiJlirg 

OHMS. 

On ins 

SActSed 

Signed 


Service 

Secy 

S'cieiarr 

O R. 

Owner’s RisL 

1 Stipi. 

Shipaeni 

P 

Psfie 

s s.otsrs 

S eam'bip 

Pp. 

Page* 

Stg 

&erlicg 

P/A. 

Paji. 01 . 

Power of Auoreey 

Su 

( Sterling 
t Sl'acaer 

Pmt. j 

P.rm«. 

Tgta. 

~Tei^= 

Pc 

Piece 

Trr 

Telei»pbic Trsn*^ 

Pel 

Parcel 


fer 

P c 

Pon Card . Per 




ceri 

U K 

Ucii>d Ki-gdp= 

P/C 

Fnces Cciiei.T 

Ult, 

C/lsimf pas' ointi) 

Pd 

Paid 

USA. 

United nta'es 

P pro. 

Per ftfittrclipum 


Ancnea 

Per pro. A 

(by piosy) 




P. p. J 


\a. 

'er«u' (agaicr) 

P. ta 

^ejJ rifrtatrm 

\ta. 

«»y of i copy 


(by coon) 

VU. 

ViirUtft (Nastlv) 

P.&.L 

ProEt and Loss 

V.P P. 

%a3D' Payabre Post 

p;^. 

Proaissofj Rfe 

vnu 

^^eeV 

P.O 

Past OSee ; Pofal 

^\t. 

^eigti 


Order 


trthosa* V anast 

p.o 0 

Pcfsi OSee Order 



Pro* 

Prextne » (Nert 

Xd 

£x diTidead 


soclb) 

\ 10. 

Ex itt'tes 

P.S 

Posi (Script (after 

1 ^d. 

^ara 


WTJUCj) 

Vf 

'ear 

P. T. O. 

R/D 

Pleas' tern oTct 

Refer to Drawer 

\n. 

i 

'ears, Voert 


In regsrd to j 
relating to 

Special Signs 

Re. 

Repee 

1 % 

Per cent 

Reed. 

Received 

1 

Per tiou'sad 

Reel. 

Receipt 

I 

In'hes 

Ref 

Refer'oee 

1 • 

Feet 

Regd. 

Regi'cered 

s 

DolVr 

Retd 

Returned, ReLred i 

e to 

<^»naro = fo*-ed into 

R- P. 

Reply peiJ 


/ocrper*E 

Rs. 

Repees | 

Sto. 

Oet8V3=fo’ied rn'o 

R. S. V. P. 

Pleas* Replr f 


e gbt parts 

Ry.crRly. 

RaSiray 

tt 

Xcmb'ied 


1 

y^Ti^nph 



High School Examination Papers 


UNITED PDOVINCES 
1936 

1 (a) Messrs Batila) & Co , Meston Road, Cawn- 
pore, have despacthed tbo following goods to Messrs 
Gupta Brothers, Jbansi — 

130 yd Saxoney Tweed @ Bs 3 8 per yard 
60 yd Navy Blue Sergo @Rs 5 8 per yard 
70 yd Grey Flannel @ Be 5 12 per yard 
60yd Black Serge® Rs 4 12 per yard 
30 yd OvercoaCmg @ Rs 6 per yard 
Packing and forwarding Rs 9 4 Trade Discount 
121 per V 

Prepare the Inotce in proper form 
(0) On receipt of the goods the consignees 6nd 
that 10 yard« of Grey Flannel is damaged Write a 
letter to the consignors. compUlning of this damage 
(c> Write a reply requesting the consignees to 
return 10 yards of damaged Grey Flannel and 
enclosing the necessary document to adjust the 
account 

2 Explain ony /our of the following terms and 
abbreviations — 

A/S . Marked Cheque . R/R Gross Referencing, 
V P P , Debit Note .FOR 

3. What IS the object of registration ? Name five 
postal articles which require compulsory registra- 
tion How far 19 the Post Office responsible if a 
registered article is lost or damaged J 

4 Describe in detail the ‘Vertical System* of 
filing letters and give its advantages over other 
systems 
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5. Suppose you hare to send Rs, 350 to Boabay. 
Describe the ranous methods of remittmg lii® 
amount, and state the charge in each ca^e. 

6. Draft the foBowmg id proper form . — 

(a) A circular letter to your customer, informing 
them that you hare added a new department to your 
shop, and soiiciting orders. 

(fc) A. D. O- letter from the District Jlagi'trate 
to Superintendent of Police oa the likelihood of a 
communal not and adncing him to be fully prepared 
to meet the situation. 

7- What js the Jiabilitj of a banker in cashing a 
cheque in each of the following case* 

(o) Wien the signature of the drawer is forged- 
(I/) Wnen the endorsement on :t is forged- 
(e) When it i* cro'sed and payment i« isaCe at 
the counter ? 

S. Distinguish between the foRowiag 

(a) A Pactor and a Broker ; (5) Ca^h Discount 
and Trade Discount ; (c) General Acceptance and 
Qualified Acceptance; W) Blank indorsement and 
Endorsement in FalL 

9. What adrantages does a trader derire from 
the following?— 

(a) A Bank Account ; {b) A Telephone ; (c) A 
Trade 2dark ; (</) A Telegraphic Address 

1957 

[E'. B . — Answer nr questions, including Question / 
which as compulsory.] 

1. Messrs. Bamchand and Sons, Sitapur hare 
sold the following goods on behalf of 2>Ie'=rs. Sharma 
Brothers, of Cawnpore : — 

30 Benarsi Sanes @ Bf- 25 each- 
150 pairs of Dhotie*, Bb. 12?, B*. 2-15 eaci« 
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500 yd of Turban Silk @ Rs 1-8 per yard 
200 Bod Shoots, No 320, @ Rs 1.4 each. 

600 yd Long Cloth, No 710, @ as. 8 per yard 

The agents incurred the following expenses in 
connection with the consignment 5 — 

Railway freight, Rs 26, Cartage, Rb 4 8 , Shop 
rent Rs 10 , Insurance, Rs 3 8 Sundry expenses, 
Rs. 4-12 They are to get a commission o! G\X on 
sales Prepare the A/S in the proper form, with the 
letter of the Agent accompanying the A/S 

2 What do you understand by the card indexing 
system ? How does it compare with other systems 
of indexing ? 

3 Distinguish between a bill of exchsnge and a 
cheque Slate tbo adrantagea of the use of bjiis of 
exchange in trade 

4 How mil you proce&d in tbe following wrcume* 
tancos (a) you are touring as a travelling agent and 
bare no deflnito address but wish to have your letters 
by post , ill) you have an urgent loiter to post but tho 
time of clearance is just ever . (c) you want evidence 
(0 of your having posted a letter, (ii) of the addressee 
having received it (if) your letter contains valuable 
documents ? 

5 {• xplam tho meaning ond use of — 

B/L . P/N . D O ,C/F . Credit Note , F O. B . 
Postal Order , and Trial Balance 

6 Messrs Biswas and Co, of Jhsnsi, want to 
have an agency of tho Delhi Boot Factory Draft the 
necessary (otter from Biswas & Co 

7 Hiplain clearly tho facilities provided by tho 
postal doparimcnt to tho public for investing their 
money 
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8 Discuss the advantages of opening a bank 
account to a businessman Describe the procedure 
adopted in opening and maintaining such an account. 

9 Inform Mr Sbiam Lai, a candidate for the 
post of stenographer in the Judges' Court, Meerut, 
that he should present himself for interview on the 
10th April, 19d6, at 11 a m in the office 

1938 

B — Attempt any six questions, including 
Question /, which is compulsory 1 

1 Messrs Tripathi & Co , of Bombay, have sent 
the following goods to the Manager, Students Co 
operative Stores, Chandausi — 

12 copies. Elementary Book keeping, by S 
Sobanlal 0Rs l>12acopy, 

20 copies. Modern Business Practice, by R Chat* 
terji, @ Rs. 2 4 a copy , 

500 Exercise books, @ As 2 per book , 

100 Map Drawing books, @ as. 4 per book , 

15 Model Exercises in Shorthand, @ As 12 a 
copy , 

packing and forwa'ding, Rs 7 8 Discount 15% 

Prepare the Invoice in proper form, and write a 
covering letter stating that the ‘Economics Made 
Easy , by Matbur, is out of slock, and that the B/R 
IS sent per V P P according to instructions 

2 The Headmaster of the Modern School, Luck- 
bow, applies to the Director of Public Instruction, 
tJ p , through the Inspector of Schools, for permis- 
sion to open Commerce classes Draft the necessary 
letter. 
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3 Describe the procedure in sending goods by 
tail Under what conditions is it advantageous to 
send a parcel by post rather than by rail ? 

4 What system of filing would you recommend 
for a big business ofiice ? Describe the system, and 
give reasons for your choice 

5. Mr Jaipal ourchases from Meherally & Co 
goods worth Rs. ?50, on the lOth of January. 1938, 
on two months' credit Draw a B/E to settle this 
transaction. 

6 Explain the meaning and use oft — 

Debit Note, B/D I O U . Poste restaote , 

L/C 

7 Mention the various methods of duplicating 
letters, and describe any one of them in detail 

8 Compare the different ways of sendieg money 
from one place to another 

9 Rahman & Co have received a fresh consign 
mont of silk coods of new designs and patterns 
Write a circular letter on their behalf to their cus« 
tomers soliciting business 

1939 

1 Messrs Ram Qopal and Sons of Bareilly, 
have sold the following goods on behalf of Messrs 
Mehtft & Co . Delhi — 

840 yards of Shirting No 140 @ 5 as per yard , 
225 yards of Long Cloth No Gl @ Tas per yard , 
ISO pairs of Dhotis No 5^ @ Rs 2/8/ per pair , 
125 Badaheots No 74 @ Rs 3/8/» each 
48 Blankets No 14 @ Rs 7/8/ each 
The agents have incurred the following expen. 
ses Railway Freight Bs IG Cartage, Rs 3/4/- , 
Shop Bent, Rs 7 Insurance, Rs 4/8/ and Sundry 
Expenses, Rs 5/4/- They charge commission at 6j%. 
The net proceeds are sent by a crossed cheque 
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Prepare the A/S in the proper form and drar* up 
the cheque in favour of lle«srs Mehta &. Co 

2 Describe anv good Bvstem of indexing with 
which you are familiar and explain its advantages 

3 A firm in Allahabad orders certain goods from 
Bombay Mention the documents which will be u^ed 
in connection with the transaction up to and including 
the settlement of account® and brieflv explain the 
use of each- 

4 Explain the meaning and use of the following 
DO E &, O E pro forma invoice V P p and 
for 

5 What advantagCa does a trader derive from 
(a) Air Mail Service (6) Telephone, (c) Telegraphic 
Code* W) Trade Directory ’ 

6 Explain the difference between — 

(u) A Factor and a Broke*, (O General accep 
tance and Qualified acceptance (c) Firm offer and 
Subject offer, and (d) Blank endorsement and Special 
endorsement, 

7 Draft the following letters in proper form — 
(a) A letter to the Registrar, Agra XJniver®it^, 

applving for the post of a clerk, giving your 
qualifications, age, and experience 

A letter in reply to an enquiry about the 
prices of certain goods vou deal in giving the 
prices and terms on which vou are willing to 
supply the goods 

8 Mention four important labour saving devices 
generally u«ed in business office®, and give a brief 
description of each 

• 9 (o' Under what circumstances IS a chequedj' 

honoured ? 

(t>) ^ bat service* does a bank render to a 
busine ®man ? 
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1940 

1 The Popular Woollen Mill Co , Lfd , Ahmeda- 
bad. has sold the following goods to Messrs Bal 
Krishna & Sons, Agra, and has drawn on them a 90 
d/a bill for the payinejit ; — 

147 Superior Blankets @ Rs 11-4 each 
94 White Sweaters @ Bs 7 S each 
115 Coloured Jerseys @ Ha 3 2 each 
456 lb. Fine Knitting Wool @ Its 1-12 per Ib 

Buyers are allowed trade discount and 2j% 
for prompt payment The expenses in respect of 
these goods were — 

Packing Rs 8 Cartage Rv 5 and Freight Rs 25 

You are required to prepare the Invoice and the 
Bill of Exchange in propel form 

2 Describe briefly the procedure of maintaining 
A record of inward and outward correspondeace in a 
big business office 

8 Explain the meaning and u&e of the follow* 
ing : - 

B/L , sans recours Allonge and Special 

Crossing 

4 Describe a suitable system of indexing and 
filing correspondence for a big business office 

5 What are the difForoot methods of despatching 
goods by rail 7 Mention the important documents 
that are used m this connection 

6 Suppose you have to eend Rs 500 to Calcutta. 
What are the different ways by which it can be done 7 
Describe fully the cheapest method 

7. Condense the following into a toJograpbjc 
message not exceeding 12 words, including the 
address — 

From Sunder Dess & So«v, Cbandausi, Agents, 
to Gopai Bros , Bombay 
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(Tele Add ‘Wheat* Chaodaasi ) 

(Tele Add- 1 ‘Gopal* Bombay ) 

‘The present price of wheat is Rs 3 per raaand 
It IS falling rapidly A fall of annas four i= feared 
to-dav Kindly permit os to sell * 

Al®o explain bneflv the procedure of concerting 
the above message into a cypher telegram 

8 Write a complaint from Govind Ran to the 
Post blaster, Lucknow, that a registered cover dnly 
posted to his address has not reached his hand® 

9 W’^rite a letter from The Indian Engineering 
Co , Ltd., Bombay, to Dilawar Khan & Co., Lahore 
offering agency for the sale of a patent fire-ex- 
tinguisher and stating terms 


Bajpataoa Board. 

1936 

1 What IS meant bv cro««ing ’ State the various 
methods of cro'^cmg a cheque, explaining the effect 
ID each case 

2 (a) What are the chief characteristics of a good 
buBinees letter ’ 

(6) Write a complete letter in replv to an en 
<iuiry regarding the means. basine=s integrity, and 
general reputation of a merchant wbo^e circumstances 
are well known to you 

Or, 

(o) What IS a D O Letter ? Under what cir- 
cumstances are such letters used ^ 

(6) The authorities of a college de'ire to build 
a Hall The cost is estimated to come to Rs 20,000 
Draft a letter to the proper Government Ofieisl, 
applying for a grant of one half of the co«t 

3 Mention the different methods of multiplving 
commercial papers, givmg the special advantages of 
each 
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4. What system of filing and indexing of letters 
would you introduce in a business office accustomed 
to heavy correspondence ? Viseaaa fully the system 
you recommend 

5 What IS a Itailnay Receipt ? How can a 
consignee take delivery of tbegoods from the Railway 
authorities if the R/R is lost ? 

6 Write short explanatory notes on any four of 
the following terms Holder in due course , del 
credere agent , Cypher Code Firm Offer , Qualified 
acceptance , Broker, 

7 Prepare an account sales from the following 
particulars 20(1 bags of chillies received per goods 
train SIR and sold by V K Sami & Co , Coimba. 
tore — 

1930 

March 5 Paid railway freight Us 115 cartage, Rs IS 

,« 7 Sold to S Velan & SonsTObags at Rs 10 each 

,, 10 Sold to P Hassan & Co , aObags a( Rs 9 each 

„ 20 Sold for cash 20 bags at Rs 10 each 

It 25 Sold to Surajmal 60 bags at Rs 10 each 

Commission at 2} pe' cent , del credere 
at 2^ per cent 

8 Write an application to Messrs Ramaswami 
& Co , Ajmer, offering your services as a book keeper, 
stating your age, qualifications, and salary required 

9 State what IS don© in the following circums- 
tances t — 

(al At one copy per head, a number of identical 
telegrams are to be sent to different persons residing 
in the same town , 

(rt A letter is to be posted urgently, but the 
Post Office clearance time 18 just over (c) A postal 
acknowledgment is to be obtained that servant with 
whom letters are sent lias actually posted them (d) A 
letter already posted is to be recalled before it 
reaches the addressee 
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1937 


\o(e — Attempt Eix questions onlr Que«tJon 10 
being compui'ory 

1 How IS the record of outward letters bept ^ 
"Vame and explain the different ways of copving 
letters 

2 ^ rile all vou know about a railway receipt 

3 Ram Das &. Co , Meerut, placed an order with 
Krishna Chandra d, Co Ltd , Bombay, for 1,000 pairs 
of Swadeshi Dhotis at Rs 2 per pair, eulgect to 5% 
trade discount 


The sellers despatched the goods by pafseuge*- 
tram and incurred the following expenses * — 


Packing 

Cartage 

Sundries 


Bs 

5 

2 

3 


You are required to prepare an mroice from the 
zbove particulars 

4 Condense the following into telegrams not 
exceeding twelve words each — 

(o) I was not able to keep the appoiotaaent to- 
day but will meet you tomorrow at 12 noon and 
will bring samples with me 

(M Tbe goods which you ordered are not in 
stock, but we hope to supply them in a day or two 


5 Explain tbe following terms and abbreria 
tions — 1 


(o) E & O E 

(b) O R 

(c) Certificate of Posting 


(d) ‘ProFo^ma Invoice 

(e) Accommodation BtIL 
(/) C O 


6 (q) ^ hat is a Postal Savings Bank ? 
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(6) Describe the procedure of withdrawing 
010007 from a Postal Sartags Bank ? 

7 When can a Banker rightly dishonour a 
cheque ? What words are used to indicate this, and 
what IS the sense of each ? 

fi What IS ‘acceptance’ of a Bill of Escbange? 
Giv^e its kinds together with illuatratire examples 

9. What IS a Foreign Bill and how does it differ 
from an Inland Bill ? 

LO (a) What is the difference between an Official 
letter and a Demi Official letter ? 

(6) Reply to the following advertisement appear- 
ing in the 'Trtbune' of the 13th March. 1937 — ■ 

‘Wanted a Typist for our office Must be at 
least a Matriculate Preference will be given to 
one knon ing Book-keeping and Hindi 

Apply to the Manager. Ram Ertshna Stores, 
Lucknow, stating the minimum salary acceptable 
Or, 

(а) Name and explain ait the parts of a business 
letter 

(б) A partner, Ramcbandra, of the ffrm of ‘Qovind 
Ram & Bros , Pyzabad , retires and withdraws hjs 
capital amounting to Ks 3,000 on the ist March, 1937 
On the 3i(l March, 1937 Kesbava Deva, the Manager 
of the firm, is admitted as a new partner, who con- 
tributes Bs 4,000 a" bis capital 

Write a circular letter from the firm to its 
customers informing them of these changes 

1938 

^ote — Attempt six questions only Question 10 
is compulsory 

1 Mention the advantages of preserving Business 
Correspondence 
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2 (a) Wtjat IS an Index ^ Name its kind* 

(6) From the following particulars prepare a. 
simple Index — 


Messrs Bala Prasad Co 

1. 8,13 

Hafiz Kareem Bui 

9. 16 

Messrs T Smith &. Bros 

2, 5, 7. 20 

Pandit Ram Erishna 

3, 4, 6, 10 

Messrs Murray & Co » Ltd 

11. 12, 30 

Messrs Jhabwala d. Sons 

14, 28, 35 

Lala Cbunni Lai Gupta 

40. 48, 51 

Thakur Devi Singh 

80. 90, 98 

Messrs Kewal Ram £.. Co 

79. 85 

Mr Yogendra Vatti 

99, 105 

What IS a Postage Book and 

;7bat 15 Its useful 


ne«s ^ Draw one as an example 

4 (a) ^hat do you uoderstand tfae Imprest 
system of Fetty Casb Foofr ♦ 

(6) Prepare a Petty Ca«b Book from imaginary 

items 

5 (<j) De«crjbetheprocedureofopeDingaCurrent 
Account in a bank 

(6) 'S'ame and explain all kinds of accounts 
that you can open in a bank 

f Define a Bill of Exchange and di^tingmsh it 
from a Cheque 

7 Explain the following terms and abbreria 
tions — 

(a) Sterlmg Money Order (6) Payee (c) A/S 
(d) Keserre Price (e) F O R (f) R/D 

8 “Narae all the point': ol difference between a 
Broker and a Factor 

9 Prepare an Account Sales from the following 
particulars t — 

On 15th October 1909, Delmaine Bro»^ of London, 
shipped to Donnison &, Sons of Port Elizabeth, 60 
cases of mixed Sheffield goods The'e goods were 
invoiced pn/or/na atX32-10s percale Tbepavmeats 
made by Donni'on &. Sods were—^torag& £15 128-, 
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Landing Charges £6 10^, Insurance £2 11s and 
Sundry Expenses £1 On the 15th December Denni- 
son & Sons sold all the cases at £50 par case Oa the 
16th December they remit the money due from them 
to Delniaine Bros by a Cheque, deducting their com- 
mission at 2^ on sale price 
10 (a) Give the requisites of a good business 

letter 

Explain the following terms and abbreviations 
(i) P S (ii) Enclosures (in) Per Pro. (iv) 
Complimenta’-y close 

(6) The Authorities of a Govt -aided College 
desire to build a Hoatet to accommodate 60 students 
plans etc are ready and the cost is estimated to come 
to about Ks 50,(100 

Draft a letter to the Directorof Public lastru* 
tion or some other proper educational authority 
applying for a grant of ooe-haJf of tbe cost 
Or. 

You are a wboleeale cloth dealer Messrs 
Itam;eelal & Sons, cloth dealers, Kishsngarbi desire 
to open a credit account with you and assure you that 
they would purchase cloth worth about Rs 5,000 a 
year and give the name of the Imperial Bank of India, 
Jaipur, as reference 

Write a latter to tho Agent, Imperial bank of 
India, Jaipur, enquiring about the financial condition 
and reputation of Messrs Ramjeetal & Sons 

1999 

1. What points should be settled when you place 
an order for tbe purchase of goods ? 

2. In wnat cases IS it compulsory to register an 
article to be sent by post 7 If a registerel article is 
lost. IS tbe Post Office responsible for it ? 

26 
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3. Explain a code and tell how a cipher message 
IS sent and deciphered 

4 What IS a Statement of Account ’ 

From the following particular®, prepare a state 
ment of account to be rendered by Messrs Krishna 
Gopal &; Co , Cloth Dealers, Cawnpore, to ile-srs. 


Ramjeelal & Sjns, Meerut — 

1938 Rs 

March 1 Owing by Ramjeelal A, Sons 500 

, 8 Sold them goods 100 

, 10 Goods returned br them 20 

,, 15 Received from them 320 

, 20 Sold them goods 150 


„ 29 Received a cheque from them 100 

5 Explain the fotloning terms and abbrevia- 
tions •— 

(o) Bill of Lading (W V P. P. 

(c) Credit Note (</) D L O 

(e) Advice if) F. O R deetination 

6 Explain Card Indexing, and point out its 
superiority over other methods of indexing 

7 Define a cheque, and distinguish between (a) 
an Order Cheque and a Bearer Cheque, and (6) a 
Crossed Cheque and an Open Cheque 

8 What 19 an endoreeroent on a N^egotiable 
Instrument 2 Name and explain two Linds of endorse- 
ment 

9 bat are the points of difference between a 
Bill of Exchange and a Fromi^sorv Note? 

10 Etfter 

Write a letter placing an order for certain 

good® 

Or, 

Write a letter to the Secretary, Board of High 
School and Intermediate Educatiou, U P . as from 
the Secretary, D S High School. Almora, acting for 
permi'«ion to open Commerce as one of the optional 
subjects in his school 
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1940 

1 The acceptance of a bill of exchange may be 
^jther ‘genera} or 'quahSod' Explain these terms, 
and give two oxamplea of a ‘qualified acceptance’. 

2 What 13 meant by ‘Crossing* a cheque, and 
why IS the practice resorted to f 

A person at Cawnpore, having no banking a/c, 
receives a crossed cheque on the Imperial Bank of 
India, Agra Branch Hoar should he get the cheque 
cashed ? 

3, What IS ‘filing* ? Why «a it necessary ? State 
the principal qualities of a good and an up*to date 
file 

4 What arc the advantages of a telephone to a 
business man ? Explain tbs circumstasoes in which a 
telephone nesaage will be preferable to a telegram 

5 Explain awf/ /oar of the following — 

Express delivery, B/L . Tare, Broker, Franking, 

Pru/orna Invoice, Cypher Code, Holder jn 
due course 

6 What are the principal methods of despatching 
goods ? Describe fully the procedure to be adopted 
when sending goods by passenger train 

7. In what cases is it compulsory to register an 
article to be sent by post 1 If a registered article is 
lost, is the po«t Office responsible for it ? 

8. Write an imaginary official letter. 

9. Bal Krishna Sc Sons. Ajmer, are acting as the 
del credere Agents of the Popular WooHon Mills Co , 
Ltd , Ahmedabad, on the following terms — 

Commission 5% and li% , Monthly A/S, to. 

gether with a cheque for the amount due 
In January, 1940, they sold the following goods 
on behalf of their Principal — 

147 Superior Blankets © Rs 11 4as each. 

9S White Sweaters © Rs 7 8 as each 
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115 Coloured Jer«eyB (® R« 3 2 ss each 
4561b Fine Knitting \^ool@ Re 1 12a= perib 
Their disbursements in re«pect of these good* 
were I freight and cartage, R« 45 shop rent, R* 23 . 
sundry expense*, Rs 25 

You are required to — 

(a) prepare the A S in proper form and 
(i») draft the necef^arr accompanving letter from 
the Agent* 


Delhi School Board— 1937 

—Credit will be giren for brief and to the i>omt 
answers 1 

L (a) You receive a consignment of S'tnas 
novelties, cractere, and other sundry articles for the 
2’mas season from London- Kame the various do^'u 
meats which rou would receive froj the consignor 
to enable vou to take deliverv of the consignment 
at the port What formalities you would be required 
to undergo for the deliverv of the guous in "vour 
godown 

(6) Acknowledge the receipt of the above consign- 
ment to the consignor expressing poor satisfaction 
with the quality of the goods 

II Describe the various me*hods by which vou 
can effect the pavment of the above consignment to 
TOUT consignors in London 

Give specimen of one of the most convenient 
instruments by which you would prefer to rej-it tbe 
money 

IIL You wish to open a Savings Bank account 
with the Punjab Yational Bank, Ltd Delhi, Des- 
cribe the various formalities which von would be 
asked to undergo by the manager be^'ore opening the 
account Also name the paper and documents which 
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•would be handed over to you after your account baa 
been opened in the Bank 

What are the reatnctjons, if any, for witb-draw- 
ing money from the Savings Bank account ? 

IV Give the suitable 'Sslutatioci' and 'Supers* 
criptions’ for any of the 4 (four) following letters — « 

(a) To the advertisement manager of a local 
paper to insert an advortisement in bis paper 

(b) To Mesdanies Sbeela and Leila, Hair* 

dressers 


(e) To a Maharaja of a state 
(d) To the principal of a college for seeking 
your admission 

(<?) To His Excellency the Viceroy of India. 
(/) To the wife of a fcnight, requestiBg her for 
donation 


V Explain the following to show that you 
undexatand them — 


(a) Debenture 
(i)) Chambers of Commerce 
(c) Factor 
(ci) Broker 


(el Indent 
(/)C 0 D 
(a) 4n 
(4) 0/D 


VI Six ordinary telegrams of the same subject 
are to be "ant by you each not exceeding 8 words 
(the message being five and address three), to be 
delivered in Calcutta Calculate the total cost you 
will be asked to pay for the 6 telegrams 

What formalities if any, are provided by the postal 
authorities for transmitting different articles inciud* 
ing Samples, Registered parcels, etc, to Great 
Britain t 


VII Distinguish between a 'Joint' and a ‘Joint 
and SovoTal’ promissory Note 

Draw up a Promissory Note with the following 
particulars — 

Term —Three months after date 
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Payee — Messrs Tall, and Walt, 

Amount — Rs 800 

Makers — Sure Succe«s and Co 

Date — Srd November, 1936 

1938 

1 Give the mam parts into which a business 
letter is divided 

Your father who has recentlv taken you m his 
business asks you to draft a circular letter required 
to be sent to his client® about the special reduction 
in prices during the X'mas week. Draft this arcular 
letter setting out your subject in paragraphs 

2 Give the various systems of filing that vou 
know and de«cribe the one which you think to be 
very popular and mostlv u«ed in business firms 

3 How far do you think the man power is being 
replaced by mecbine power m the business world 
Describe the most effective mechanical device used 
ID big retail stores, to have a check on ca«h sales 

4 In what way the Bill of Lading differs from a 
Railway Receipt ? Describe the essential features of 
a Bill of Lading and the porposes served by it 

5 (o) What facilities are afforded by the Indian 
Posts and Telegraphs department to avoid waste of 
time in sending and receivmg telegrams ’ 

(6) Under what conditions can yon recall a 
letter from the post office^ 

(c) What would be the cost of a sterling M O 
for £22 ? 

6 (a) A friend of yours having Rs 500 with him 
askx your advice to invest this money in such a way 
tf.at small amounts when needed by him be made 
available to him without any loss of interest on the 
balance IV hat investment you would recommend 
him to suit his requirements ’ 

(6) Give a specimen of a fixed deposit receipt 
with a counterfoil, filling in your own details 
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to show ..at you under 

stand them - - ... 


(a) Del credere Agent 

(c) Cross reference 
(e) Certificate of posting 
(q) Franco 

U) X D 


(&) A letter of Hypothe- 
cation 

(tf) Paying m the slip 
(0 Vide 
(h) D/P 
0) C O D 


1939 

1 . ipply fn. hordworkiuB (tssis- 

,e„. Uaeins '‘ro”e. ^IpplJ a'""”® '.fe.: 

and correspondence. ^P r tostiroonials and r^er 

?"ns and a«en.nc.»-fo.‘H.„d„B.anT.m.f New 

encea, W o®** * 

Delhi. 

on recemn. -‘Tur.^.n'a.^yr'/nd'r 
^oTw\p'^d:S. -.0 the sa.P... 

(Al The goods ate no 

‘"’■’"'r.fsSJnlS the 

'llfuTpr^U^er 

those settle'' '"'t'tj;;, teaohed you very late 

(e) The goods hare 

a lette' “'"JSJ, .„d da.m.ug 

”'r‘'’oer.r‘rhr-.ay the n-ethods tor re».tt,ug 

'“"°Tr/-"»r.n”r:vort.. 
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id) Rs 400 to your brother, living in a village 
Which of the methode suggested bv vou vrould be 
safe and economical ? 

Describe briefly the functions of either a Bank or 
a Post OfSce 

3 Is the folloTving cheque in order ’ If not, 
point out the defects 


The Bank of Delhi Limited 

9S76a 

Delhi 1st March, 1939 
Pay to Ram Lai or Gopi Xath or order the 
sum of -inpees Seven hundred only again«t 
dehverv of 3 bales of Cotton 


By order of the Board, 
(Sd ) Kishan'Sarain, Manager. 


Rs 700 5 6 Ifational Trading Co Ltd, 


Will the Bank honour the cheque if it is pre«ea 
ted on 2oth February, 1939 or Ist October, 1939 ♦ 

Or, 

(q) Send a Telegraphic order to Messrs Meston 
Co , for 1 Electric dvnamo of 3,000 Volts and ask 
for delivery within a, fortnight. 


(6) Send another telegram cancelling the above 
order as they failed to supply t^'e dvnamo within a 
fortnight 

4 Write short notes to show the difference 
between any 5 of the following : — 

(o) Dltimo and Pro (e) Savings Bant A/C 

xinio and Current AfC 

(6) Ante dated and (/) Dividend and Bonus 


Po't dated 

(c) Telegram 


and (ff) Salarv and V ages 


Cablegram 

(d) Advice and Invoice 


(ft) Indemitr and In 


£U ranee 
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5 Describe very briefly but clearly the rarious 
systems of filing letters which of these would be 
suitable for a (a) Banter (6) a Professor and (c) a 
petty trader ? 

6 Explain any six of the following terras — 

1 Fixed Deposit 7 Postal Order 
Receipt 

2 Paying m Slips 8 Phonogram 

3 Postal C3«h Cer 9 Telegraphic Ad 

tiScate dress 

4 Demand Draft 10 Addressograpb 

5 Bills of Lading II Chamber of Com* 

6 Risk Note rnerce 

7 Messrs Ratan &■ Co of Lahore send the 
following goods to Messrs Gopal Bros , of Delhi and 
draw on them a bill fot le full amount of their 
Invoice payable 60 Days after sight 

100 yds Serge ® Rj 4 per yard 
30 yds Velvet @ Re 5 per yard 
SO Blankets @ Rs 7 each 
50 Boxes of Goodrej Soap ® Re 0 12 0 each 
5 Boxes of advertising material No value 

They allow you 5 per cent Trade discount but 
charge Bs 8 for packing end forwarding 

Prepare an Invoice a Draft for the full amount 
and Draft a letter to the Bank through whom the 
R/R is sent 

1940 

1 On taking delivery of a parcel of Stationery 
from Bo nbay you find half of it contains only waste 
paper Draft letters of complaint to the Railway 
Company and the suppliers claiming damages 
Or. 


On 20th August 1939 Messrs Ratan & Co 
(Telegraphic address Batan ) send an order for 3 
bales of loBgololh with the Textile Mills Ltd 
(Telegraphic address Textile) Bombay On 10th 
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September 1939, they wish to increase the order to 
5 bales and send a wire to this effect Yon are 
required to — 

(fl) draft the letter placing the original order , 

(6) draw a telegram, tncreacing the order to 5 
bales , 

(c) write a letter confirmiDg the telegram 

2 Explain briefly anr stx of the following — 

(c) Foreign telegram, (0) Pre^s telegram, 

(c) Phonogram, (d) Greetings telegram, (e) Cipher 
telegram, (/) Cablegram, {g) Telegraphic addre", 
(A) Multiple address telegram 

3 (a) De'cnba briefly Indian Telephone system* 
and state the rates charged m Delhi 

(6) Write short notes on — 

(1) Trunk telephone, (2) Particular person 
call* (3) 07er«eas telephone service 
Or 

How will you send an R/B of goods despatch 
ed to -imbala lo order to get prompt parment of 
your money and to ea«ure quick delivery of the goods 
to your customer ’ Draft nece^ary letters or do- 
cuments for this purpose 

4 (fl) What are the essentials of a good business 
letter ? 

(b) Write a letter to the Director of Govern 
ment War Supply Depot, offering a regular cupply 
of blanbets of approved qualitv and at reasonable 
rates 

Or 

Writes circular letter to your customers announc- 
ing — 

(а) appointment of an Expert Motor Engineer, 

(б) shifting your business to better and bigger 
premises, 
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f a. tvbw Mako Call 

W securing “Eency o 

(d) opening ot s Pe» P the foUow- 

5 DlstmguisH between .nv / 

draft Hundi and Bill d Embange , 

(o) Cheque, dratt, nuu 

(b) Agent, broker, course . 

w Holder for Caab C.rtiEcat. , 

(d) Fixed Deposit 

(e) Trade discount. Oasb 

graph. 

Explain any ai* »' "t CtedR. Trade 

Affldayt. a! B M S . Power of 

At°wt'n?yrB‘«'0 E „.ke under 

bare no lieb"'" “yor«beroye' you are 
letters delivered po,, but the 

ih\ Vnu have '* ** 

having posted a n„BTed to the 

letter to the ‘^‘^dresse ^ “vered 

(d) You ''•"Voly onita arrive' at 

addressee immediate y 

office 
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Benares Hindn University 
1938 

I-A ^ —Question t and S compulsorj' Of 
the rest attempt any four \ 

1 WTiat IS an Invoice ? 

Pvare La! Co , Benares placed an order with 
Badri Parsad & Co Ltd Bombay, for 2,000 pairs of 
Swadeshi Dhoties at Rs 3 per pair subject to 5% 
trade discount and li% on cash payment within 
15 days 

The sellers despatched the goods by goods tram 
and incurred the following expenses — 

Hs 

Packing 15 

Cartage IS 

Other Expenses 15 

You are required to prepare an lavoiee from the 
above particulars 

2 How IS the record of outward letters kept ? 
Name and explain any one method of copying 
letters 

3 (tr) What is the u«e of registering an article? 
What things must necessarily be registered ? 

(6) Does the Post OfBce pav compensation 
in all ca«es for damage or loss to insured articles ? 
Point out the cases when this is not possible 

4 (a) hat 15 a telegraphic code ? What purpose 
does it serve ’ 

(&) What IS a Cipher Telegram ’ Explain clearlv 
by an example. 

5 bat do you understand bv a crossed cheque * 
Illustrate the two forms of crossing and their effect. 

6 Define a Bank. Name the kinds of accounts 
that can be openea at a Bank What difference 
do you note in a Current Account and a Deposit 
Account ’ 
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7. What does eacJi of the following terms denote ? 

(o' Loco (6) f o b, (c) c 1 f and (d) In Bond 

8 A. partner Ram Lai of the firm of ‘Rad: Lai 
Magan Lai , Benares retires from the firm, and with- 
draws his capital amounting to Rs 5 OOO on the Ist 
January, J938 On tie same date, EeshsrDev, the 
manager of the firm, is admitted as a new partner, 
who contributes Rs, 6,000 aa bis capita) 

Write a circular letter from the firm to its cus- 
tomers, informing them of these changes 
Or 

As Registrar of the Allahabad High Court, inform 
Mr Shiam Lai that this application for the post of a 
typist in the High Court cannot be entertained as 
there 13 no vacancy at present Kis name however, 
has been registered 

t93S 

1 Define a Bill of Exchange and dis 

tinguish ftftqfl) It from a Cheque Draw a Bill of 
Exchange on Messrs Bala Prasad & Co , Benares for 
Rs 275 8as payable 60 days after sight and give its 
due date ^ 

2 (a) Mention the advantages (OTW) of preserving 

Business Correspondence ftifj ^ 

(t) What IS an Index ? Name and explain its kinds 

3 What do you understand by the Imprest system 

of Petty Cash Book ? Prepare a 

Petty Cash Book from imaginary items (tJ^ tTi?) «) 

4 Explain the foIJowing terms (tH*?')) and abbrevi 

ations — 

(o) Not negotiable (fri AS (c) Reserved Price, 
(d) f o r , , and (e) R/D 
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3 What IS a Postal Sarings Bank ’ De'cnbe the 
procedure of ^withdrawing money «& 

from a Po'tal Savings Bank. 

6 Explain an agent, and tell his importance in 
trade Name the different Linds of agents and their 
respective functions (^m ^ 5n) 

7 Mention the different methods nr? of 

multiplying commercial papers ^ 

What method or metbodeof duplicating would 
you adopt in the following cases ? — 

30 copies of a circoJa’’ lette” are to be sent 
3 090 copies of a document are to be «eal 

S. What xs the difference between an OSeisI letter 
and a Demi Official letter ? 

Mrite a letter from the Secretary, Federal 
Public Service Commission, to Mr Badri Dattapande, 
M JL , informing him that b© has stood third in order 
of merit at the last LC>S Examination and that be 
should present himself for an interview before the 
Commis«ioners as II am on the fSth o' Septefflhe’*, 
1938 in the Commi'sion's office at Sim!^ 

Or, 

Replvto the following advertisement appearing 
in the Leader of the 13th March 1939 — 

anted a Tvpiet for our office Must b** at lea^t 
a Matriculate Preference will be ^ven to one know- 
ing Book-keeping ‘ 

Applv 1<7 the Manager, Ram Krishna Scores 
Benate®, stating the mtoimum salaiv acceptable 


Mnslim Dnnersily — 1939 

1 A« Collector, Distnct Bulandshahr, writes 
letter to the Divisional Comoissione*. info-mmg 
him of the scarcity of rainfall and the damage done 
iy tbe ^ t>S josT djsirjcL 
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2 Abdul Ghani of Aligarh has purchased goods 
worth Rs 450-8*0 from Ram Chandra & Sons, Delhi 
Write a letter from tho selleri to the buyer adnsing 
him of the despatch of goods and requesting him to 
pay the price at an early date 

3 Draw up a Bill of Excbangg from the follow- 
ing — 

Drawer i Kapoor and Co , Cawnpore 
Drawee t Rahmat & Co , Agra 
Amount Rs 6i0 8 0 
Term ; 3 months after date 

Supply other details yourself if necessary 

4 What system of dimg would you recommend 
for a large business office t Give your teasoni and 
explain the system clearly 

5 Explain the following terms clearly - 
‘Cypher Telegram ’» ‘Post Restante’, ‘CertiSoate of 
Origin’, 'Account Sales', and ‘Copying Press 

1940 

1. (a) Owing to the outbreak of war between 
Germany and Great Britain there is a general rise 
in the prices of commodities On behalf of Mohan 
& Co , Bombay, you are required to inform their 
ttrh(ia at Hapur to purchase 10,000 aiaur'J of 
wheat at once, at the best obtainable pricola the 
market The telegram roust be in proper form 
(ij Confirm your telegram by a letter 

2 Reply to the following advertisement — 
‘Wonted an accounts clerk for the office of the 

Director of Industries, U P , on a salary of 
Rs 30 2 50 None need apply who has not passed the 
High School Examination with Commerce ’ 

3 Mr D L Bbargava, of Aligarh, sends a 
cheque of Rs 470-8-0 to Messrs Anwar Ah & Co , 
Delhi, in full payment of their account You are 
required to draw up tho cheque and the forwarding 
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letter encJosiag Jt, Take the necessary precautions 
to ensure the safe delivery of the cheque 
4. Explain the following . — 

‘Express delivery letter’, ‘Telegraphic money 
order’, Cash Certificate*. ‘Dead Letter Office’, and 
‘Postal order*. 

5 Use the following titles and abbreviations 
correctly: Messrs, Capt , Ehan Bahadur, ICS, 
1.M S , LL M , Sir, P E S., and Kunwar. 


Punjab University 1937 

1. Condense the following into a telegram to be 
sent to the Principal, Mshila Mahavidvala Girls’ 
High School, Lahore (telegraphic address *31aba 
vidyala’) using as few words a^ possible but they 
should be enougn to achieve the object the sender 
has in view 

‘My brother is going to England, and I am 
accompanying him as far as Bombay. I request 
the favour of yourkindlv granting me leave of 
absence for a fortnight.’ 

2 (a) Draft a letter to Messrs Parco & Son®, 

Radio Dealers, The Mall. Lahore, to send you half 
a dozen samples of Radio sets of different makes at 
their earliest convenience, giving the minimum pos- 
sible quotations. 

(£>) Draft a letter to year landlord asking him to 
put the house in which you reside in a proper state 
of repairs, e'specially the roof of the verandah, and to 
have the whole house whitewashed and pamt^ 

3. (o) Draft an application in reply to an adverti- 
sement, which has appeared m the Tribune of the 
22nd June, 1936, for tbepo«t of a Ledger Clerk in the 
Central Bank of India, Ltd., Ifila Gumbad, Lahore 
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State your academic quahBcations, family claims^ 
age, state of your health and accounts espeneace 
Or. 

(6) What do you know of the following? Any 
five terms may be attempted — 

Advance Agent Bargain , Circular . Cjancal 
errors Commission Exports , Freieht Merchant ; 
Indent Interest , Mortgage , Reference . Sample , 
Wholesale 

4 Rule a specimen page of a Correspondence 
Register, and enter briefly the substance of each of 
the following three letters — 

(o) Murray College, 

Lahore, 

The 22nd June, 1936 

B Bas Esquire, 

5, Chttranjan View 

Amritsar 

Dear Mr Das, 

I am sorry to say that your son is not behaving 
properly in the college and has been verv irregular 
in attendance I deem it my duty to bring it to your 
notice, so that you may take timely action m the 
matter He is IntelUgent. but requires some 
restraint, supervision, and guidance 

Yours sincerely, 

(Sd ) M S Phillips, 
Principal 

lb) 5, Chitranjan View, 

Amritsar, doth June, 1936 

Dear Mr Phillips, 

I am very thankful to you for having drawn my 
attention to the unsatisfactory behaviour of my son 
In fact, my suspicions bad been roused long ago, and 
I was about to address enquiries to you I am really 
sorry that my son should thus go astray and be a 
spoilt child I have given him a hit of my mind 
27 
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to-day, and ha^e stopped his allowances- I have put 
him under a tutor I hope be will mend his wava. a® 
he has promised to do, as will appear from his letter 
enclosed herewith, and I shall be obliged if you could 
Lindly keep an eye on him and let me know if any 
improvement be visible. Professors and teachers 
are, as a matter of fact, in the place of parents and 
have great influence on boys. 

Hoping to be excused for the trouble. 

Yours sincerely, 

(Sd.) B Das. 

Yo 

if. S Phillip®, Enquire. 

Principal, Murray College 
Lahore 


(c) Murray Hostel, 

Lahore, S6*6-3'6 

My dear father, 

I confers with shame that the complaint you have 
received from my Principal about my irregularity is 
only too true I plead guilty, and can offer no excuse 
at all except my own folly. I ask you and my kind 
protestors forgivenets with a sincere and repentant 
heart and promise not to givr you any cau^e of 
complaint in future Irealuemy mistake and ibe 
lo's I have suffered. I "’.all turn over a new leaf 
and hope to ‘win your approbation and the good 
opinion of my profe'sors and Principal 

With sincere apologies and a hundred regrets at 
my past folly. 

I am, 

Your loving son, 

(Sd ) Sarrendar. 


To 

B Da®, Enquire, 

5, Chiiranjan View, 
Amrit'ar. 
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5 (a) Prepare a brief precis (m one continuous 

passage) of the three letters given in Question 4 
above 

Or, 

(6) Give a clear and concise summary of the 
following passage — 

The Dhobi washes clothes His method is very 
rough He beats the clothes violently against a stone 
or a hard wooden plank and some of them are torn 
away in the process His work la very hard He 
has to stand in cold water m winter and in summer 
the sun beams over his head, so that, summer or 
winter, he works under trying circumstances We 
have a good Dhobi, wbo does the work to our satis* 
faction He is regular and returns clothes which 
we give him for washing usually after ten days 
Some Dhobies ate very irregular and cause inconvenu 
ence to their customers by delay 

The Dhobi bos a bullock ora donkey* on which he 
carries bis bundle of clothes to the stream He never 
mixes up clothes of dilTerent persons After washing 
clothes with soap and alkali, he puts them in a large 
vessel of boiling water He then wrings water out 
of them, dries them m the «:un, and afterwards irons 
them to remove creases The dirt being thus washed 
away, the clothes are bleached, and they become as 
good as new 

1938 

I (a) What do you know of the following ? Any 
five terms may be attempted — 

Advice, Dale, Bid, Broker. Call, Cancel, Case, 
Claim, Clients, Contract, Deed, Finance, Firm, 
Import, Net amount, Port 
Or, 

(6) Draft an application in reply to following 
advertisement for the post of a junior clerk — 

‘Wanted a young man with knowledge of English 
and Urdu for the Punjab Civil Secretariat. State 
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qualificahoDB, age, expexience, if any, and the mini 
mum pay acceptable Apply to the Assistant Sec 
retary to Government Pnnjab, Lahore 

IL Condense the following into a telegram to be 
sent to Messrs Prem Prakash & Coy , 5, Chitaranjsn 
Avenue, Calcutta, (telegraphic address Prakash ) 
using a« few words as possible, but they should be 
enough to achieve the object the sender has in view : — 

I was verv glad to find your father’s name in 
the New "icsrs Honours List The title of Pai 
Bahadur conferred by the benign Government was 
long overdue Kindly accept our hearty congratula 
tioDB on this happy occasion, and convey them to all 
the members of yonr family * 

III (a) Draft a letter to a class fellow friend of 
yours, asking for a loan of money, aeguriDg him of 
early refund 

Or, 

(6) Draft a letter to Me<^sr5 Cbiregh Dio & 
Sons, Saddlere, Anarkali, Lahore, requesting them ter 
make payment of the amount outstanding against 
them for the last nine monthc, promptly 

IV Rule a specimen page of a Correspondence- 
Register, and enter briefly the substance of each of 
the following three letters : — 

(o) 20, Montgomerw Road, 

Lahore, 

the 10th March, 193S 


M Ba«hid Ahmad, 

7, Mayo Road, 

Lahore 

My dear Basbid, 

My father i' going to take me for rowing on the 
river this evening and he wantB me to ask my friend* 
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4o join us Wi)l you come ? I shall be so glad if you 
■do I think we shall be able to muster a party of 
nine or ten It promiaea to be a delightful evening 
.and I hope wo shall have a jolly party I shall 
wait for you at five m the evening 

Please write a line to say that you are coming 
With kind regards, 

I am, 

Very sincerely yours, 
Balbir 

{b) 7 Mayo Road, 

Lahore, 

the lOtb March, 193S 


Balbir Singh, Esquire 
•’f), Montgomery Road 
Lahore 

My deaf Calbtr, 

Thanks for your kind note and the pressing 
Invitation, but I am sorry I cannot join you this even 
log The fact is I must sweat for my examination 
Wishing you a pleasant evening 

I remain. 
Yours ever, 
Rashid 

(c) 28, Montgomery Road, 

Lahore 12 3 38 

M Rashid Ahmsd 
7 Mayo Road Lahore 

My dear Rashid 

I am sorry you couW not join us on the lOth 
instant Wo were a party of eight and we had a 
<Iellghtful time on the river 
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The clear water reflected the cloads like a 
mirror The snnset was glorious I caa give you 
ao idea how grand it looked, especiailT when we 
came to a bend in the rirer which gave as a view of 
It all through the trees 

Ton would have enjoyed yourself greatly bad 
you been with us Really you ought not to bore away 
alwavs at the e books of vour* without taking any 
recreation You feel tired at tl^le^ over your studies 
and I do not wonder at it Believe me, my dear fellow, 
the hunger and thirst and weanne,s oar bodies feel 
are but gentle reminders from God who made us that 
we need food and drink and recreation I felt all tae 
freahex for tay studiea after I came home. 

Eegrethng you did not come, 

I remaifi, 
Sincerely yours, 
Balbir. 

V (a) Prepare a brief precis (m one continuou® 
passage) of the three letters given in Question IV 
above 

Or, 

{&) Give a clear and concise summary of the 
following passage . — 

From time immemorial fairs have b^en held in 
India. But everv fair thus held had a trade purpose 
in view For instance, jn Lyallpur a great ’landi is 
held once a year, in which Government Remount 
Officers come and buy horse® A.t duefc the lights cf 
many thousands of camps are a beautiful sight, Vt’e 

greeted everywhere by smiling villagers and 
officers In the morning we vtsil horses and camels 
drawn up in a line We see noted breeders and admire 
Jhejj stock. The well built villagers with their pio.- 
ture®que head dres®, appear mo®t attractive as tb^y 
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ride about We listen to stones of the past — how so 
and so won a gold medal for the beat maro and how 
this happened in the good old daysa sue bond such 
an officer 

In the afternoon there are races The soil is hard 
and covered with loose stones Excitement runs high 
and the spectators shout like mad men Last of all 
comes the camel race The camel is a grudging 
animal If he can, be wiU refuse to go to the post at 
all His rider has one rope only to control him and 
that IS tied through bis nose In the last resort all 
that can be done is to pull bis bead round bard against 
his shoulder So he can really run in any direction 
he likes and generally does so without any regard 
to bis rider s wishes 

That afternoon one camel refused to run, aTid» 
when beaten, threw himself on the ground like a. 
child in a temper, and rubbed fats nose id the dust 1 


Calcutta Uoirersily 

1937 

I B — Candidates are required to giro their answers 
in their own words as far as practicable ] 
GRODP A. 

Answer any Jo*it Questions 

1 Write an answer to the followiog advertise* 
ment - 

‘Wanted, a stenographer (maiticulate), fast and 
accurate, with knowledge of filing, for a mercantile^ 
office in Calcutta Apply, stating age, experience, 
and salary expected, to Box 4091, TAe Wews o/ Bengal, 
Calcutta 

2 Assuming that yon have been appointed the 
local agent for the sale of bread, butter, and ]ams of 

a certain factory, write a suitable circular letter to- 

be sent to persons likelv to buy from you 



424 


BUSINESS TBAIKING 


3 (a) Construct sentences ittu«trating the different 
meanings of any two of the following words— iar/.. 
Ite, match, and pound. 

(6) Write a telegram, not exceeding twelve 
words, incluiing the addre«6ee to ‘Bengnews. Cal- 
cutta* (the telegraphic address of the Calcutta news- 
paper, The News of Bengal), signed ‘Booknews, Luck- 
now* (the telegraphic address of your own shop in 
Lucknow for selling books and newspapers), ordering 
500 copies of the anniversary issue of The \ews of 
Bengal, and offering to pay the price at the end of 
the month What would be the charges if you send 
it at (i) ordinary and (if) expre«s rates ? 

4. (o) Make out an invoice for 1,000 bales of jute 
at Bs 25 per bale c. i the whole shipped per S S 
Indta by Messrs Nagarmull & Co . Calcutta, to 
Messrs Hessian & Co, Dundee, each bale numbered 
and marked 


BC 


Insurance effected with The Safety Co., Ltd 

(6) Draw up the bill cf exchange for the above 
transaction, and state what stamp wiU be necessary. 
Can you use Aurdi paper with embo'^ed stamps for 
the bill ’ 

5. Write a short essay on ‘The Post OfBce and 
its service to 'Irade* 

6 Explain any lOQT of the following; — Code 
telegram, documentary bill, good will, letter of credit, 
letter of hypothecation, loose-leaf ledger, and promis- 
sory note 

GROUP B 

Answer any two Questions. 

7. Explain the different kinds of insurance of use 
40 business-men. 
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8 What IS the effect of ‘crossing’ a cheque ? In 
what different ways may this bo done ? 

9 What are the advantages of a bill of exchange 
to commerce ? Explain clearly what is meant by 
saying that a bill of ozcfaange is a negotiable ins- 
trument 

10 State the name of the countries in which 
any lour of the following currencies are used, and 
their approximate Tslaes m terms of rupees t— doDari 
franc, guilder, lira, mark and yen 

1938 

[W B — Candidates are required to give their 
Answers in their own words as far as practicable ) 
GROUP A 

Answer any /our Questions 

1 Draft a suitable advertisemeot for the post of 
a junior assistant in a mercantile office in such a 
way that ail necessary particulars ma; be obtained 
from the replies to be sent m by applicants 

i Write an answer to the advertisement men 
tioned in Question 1 

3 Write a short essay on ‘fiauks and their ser- 
vices to trade’ 

4 Draw up a report discussing the possibilities 
of starting a branch office in a certain town in 
Bengal assuming that you have been sent there 
for inquiry by a i alcutta bank, of which you are an 
employee 

5 Explain clearly any lour of the following — 
<a) petty cash book (6) trunk lines ,(c) reconciliation 
statement (d) telegraphic transfer, (e) consular 
invoice , I/) allotment letter 

6 State the meanings of any six of the follow 

jng -(a) C A . (fc) C O O . (c) G P 0 (d) Ltd . 

(e) mm . if) nem con . ( 9 ) O E . (A) per pro , (t) 
alt 
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Group b 

Answer any two Questions 

7 Describe bow a current account is opened m 
a bank by a cusfooier and the books supplied by the 
bank to bitn 

8 Distinguish clearly between a negotiable ms 
trument and a transferable document Give examples 
of each 

9 Wbat are meant by general average and ‘par 
ticular average in connexion with marine insurance ? 
Illustrate the difference with examples 

10 Explain the customs formalities in connexion 
with imports into India 

1939 

GROUP A 

Answer any ihr^e que«tioDB 

1 ^ rite out a short advertisement for the sale 
of a business giving the most essential particulars 
and stating bow the other particulars mav be 
obtained 

2 Draft a letter to your supplier complaining 
that the goods received are not according to the 
sample and claiming compensation 

3 Make out a cheque for Bs 503 10 a 3 p to 
order and cross it specially in the name of the 
Indian Central Bank Lid State how the payee may 
obtain the money 

4 Give specimens of the following — (a) a Bank 
paying in slip for cheques (5) a Debit 2^ote (c) a 
Foreign Bill of Exchange in a set of two 

5 State the appropriate abbreviations for the 
following and give their meanings — (o) cost 
insurance and freight (b) errors and omi^nons 
excepted (r) free from capture and seuure (d) free 
from particular average (e) free on rail 
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6 Explain briefly the meaning of any six of the 
following —(a) Actuary (6) Consular Invoice (c) 
Director of a Company (d) Goodwill (e) Invoice 
(/) Lessor (9) Letter of Credit Letter of Regret , 
(t) Koyalty 0 ) Stale Cheque 1/) Telegraphic 
Transfer 

GROUP B 


Answer any three questions 
7 What do you mean by a Clearing Bank ? What 
18 its importance to trade? Name any five Clearing 
Banks in Calcutta 


8 Distinguish between — (a) Cumulative and 
non Cumulative Preference Shares (6) a Partnership 
and a private Limited Company (c) ad valorem and 
specific duties 

9 What principal booLs are generally used id 
mercantile offices ? Wbat are their usee ? 


10 Quote the rates for the following inland 
postal transactions (at book and pattern packets , 
(6) express telegrams (c) insurance (d) money 
orders (e) ordinary telegrams {/) parcels (?> 
registration 

11 Wbat dc you mean by a unit of (a) sale and 
(i) shipment f Illustrote your answer with three 
examples of each from the Calcutta market 

12 Name the countries where the folloivmg 
currencies are used giving the approximate exchange 
rate quoted in the daily newspapers in each case — 
(a) dollars (b) francs (c) liras (d) marks and 
(e) yens 

1940 


GROUP A 

Answer any four questions 
1 The Calcutta Sugar Company quoted Rs 10" 
12a8 per maund for 50 maunds of white sugar to be 
supplied to the Calcutta Retail Stores a few days ago 
and sent a reminder as no order was received Ter 
that reminder draft a suitable reply from the mans 
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■gCT of the Calcutta Betail Stores, pointing out that 
a quotation of Bs 10 lOas has been obtained from 
another wholesale supplier of sugar and asking if the 
Calcutta Sugar Company was agreeable to reducing 
the rate accordingly 

2 (a) Draft a telegram from the Calcutta Jute 
Bag Co Ltd to the Karachi Wheat Erport Co , Ltd , 
informing that on account of a labour strike only 
1,500 wheat bags out of a total order of 3,000 hare 
been despatched to-dav per goods tram and the 
remainder cannot be dehyered before July 7 next 
[Code word for the Calcutta Jute Bag Co , Ltd is 
JOOT, and that for the Karachi IV heat Export Co, 
Ltd IS W EET ] 

(6) State the charges for the above telegram 

3 A book Belling and publishing business is for 
sale 88 a going coQcern Draft a suitable adrerti*e< 
xoent, giving some of the necessary particular, and 
stating how the other particulars mav be obtamed, 

A Describe briefiy at least six of the sernees 
rendered by a bank to its customers 

5 Write a short essay on ‘Salesmanship’ 

6 Explain briefly the meaning of ony bix of the 
following — 

(o) allotment letter , (6) bill of lading (c) book 
debts , W) B C T T rate of exchange , (e) drawee , 
if) journal , [g] loose leaf ledger , lA) treasury bill , 
^0 trunk call 


7 (a) Give a complele specimen of — 

(i) an inland bill of exchange , 

(ii) a foreign bill of exchange m a set of three 
(t) State in each case the stamp nece'^ary, and 
aI«o whether it i« embossed or adhesive 

8 Explain clearly the roeanmg of any eight of 
the following abbreviations — 

(a) C A (6) C O D. , (c) F & O E , (d) f o T. , 
^e) G P.O . (/) Ltd , (g) mm , (ft) aen con ,(t) OK , 
^■)E A-,(/)ult 
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Group b 

Answer any two question® 

9 Distinguish between the Memorandum of 
Association and the Articles of Association of a 
Company Mention some of the important clauses in 
each 

10 Explain the nshs which are usually covered 
by Marine Insurance What is the difference between 
generiil average and porticuloT average ? 

11 What do you mean by a negotiable instru- 
ment? In wbat respects does it differ from a 
transferable document ? Give examples of each 

12 State the meaning of the legal doctrine caveat 
emptor. Distinguish between a condition and a 
wcrranfv in a sale of goods 
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Preface 


A corporation or company is the institutional device for large- 
scale organization of energies and resources It is a social and 
economic institution that touches every aspect of our lives today , 
in many ways it is an institutionalized expression of our way of life 
During the last 50 years or so, industry in corporate form has moved 
from the periphery to the very centre of our social and economic 
existence Indeed, it is not inaccurate to say that we live in a 
corporate society The corporation has come to occupy a dominant 
place in a modern society , it leads, moulds, directs and determines 
our perspective , around it crysiallize our social problems and to it 
we look for their solution The serious food crisis has led many to 
find a solution' in the joint slock form of farming The large corpora- 
tions arc the chief agencies of private resaaich We look to them for 
the technical improvements that spark our economic growth They 
are the hope of fund raisers for institutions of higher learniog and 
the principal consumers of the products of those institutions Their 
advertising campaigns support newspapers and sponser TV pro- 
grammes They are a leading purveyor of influence and pressure 
on public ofTicials Certain Ministers are said to be in the pay of 
the Birlas who have a ‘grip’ over the Congress Parliamentary Party, 
the administration, and the Ministry of Industry * 

The corporate sector is thus (he vital section of our economic life 
Nearly 27,000 companies in India are primarily responsible for the 
industrial and economic development of the country The credit 
for the introduction of the modem technique of production, large- 
scale operation and fuller utilization of resources goes to them The 
share of companies in the factory output is 92%, m the productive 
capital of factories 91% and m the revenue of the Central Govern- 
ment 50% The share of the corporate sector m the gross fixed 
assets and gross capital stock of large and medium-sized industries 
m the country is 82% of the private sector The corporate sector 
now covers so large an area of the industrial and commercial field 
that the structure aird nrecftainc!* of coqpofirfc nrairagcmerrf jinf 
finance have become subjects of great practical importance and 
separate sciences in themselves 

1 TJie Economic Tunes, dated 27-5-67 



( n ) 


The purpo??-^ ihc prc<.em «!tudj t| to pre-^tnl an objecin c 
anal>sis or the \anous problems imohcd in the «ianicc ajid art of 
corporate finance have endeavoured to ^ud\ as to bow, from 

what vaned sources and through what tnincsic proces^ss the 
ro^MJrcti finaiOTaf resources in cash and credit, are obtained and 
canalized in the rnodem corporate enterprise The processes of 
corporate promotion formation organization, cic have also been 
dealt with m bnef The chief characicnstic and the utiln> of this 
sludi lies in the fact that «e have largel> tried to present the Indian 
pomi of view and examined ihc Indian corporate sector and ns 
practices and problems, fav drawing sunabJe illustrations from the 
working of our corporate sector To give a oarrect idea and aceuraie 
information we have given full details in appendices of well known 
historical events of corporate finance and workica. 

The book has been designed as a lexi'book for posi-graduaie 
students of fnrfian Ohiversiues m corporation finance. There is 
continued emphasis upon relations betweeij the corporation and 
outside interests— inv esiors, the public and the government Concrete- 
ness IS given to both practices and underlvicc principles bv the ns: 
of illustrative cases. Tbev sene as guideposts for the area of activ'jtv 
concerned. Thej also impart a sense of realuv that mav fcndce the 
gap between the quiet class-room and the dvnamic world of business 
in action. 

We shall welcome sugge^Uons to make the book more useful 


Raja Balwant Singh College 

AGRA 

June, 1967 
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The Corporate Organization 


The terms ‘Company’ and ‘Corporation’ arc significant in regard 
to the corporate organization The term ‘company’ is derived from 
the Latin word compants (com=vnth or together+poffw^bread) and 
refers to an association of persons who took their meals together 
In the past merchants took advantage of festive gatherings to discuss 
business matters In the modern sense ‘company’ is an association 
of individuals formed for some common purpose Tl is an artificial 
person created by law It signifies so large a number of members 
that It cannot aptly be called a firm or a partnership Lord Justice 
Lindley defines a compan) as follows "A company is a voluntary 
association or an organization of many persons who contribute money 
or money's worth to a common stock and employ it m some trade or 
business and who share the profit and loss arising therefrom The 
common stock so contributed i$ denoted in money and is the capital 
of the company The persons who contribute it or to whom it 
belongs are members of the company The proportion of capital 
which each member js entitled to is his share The shares are of 
fixed value and the whole capital of the company is divided into 
equal number of shares The shares are generally transferable, 
although, under certain circumstances, the right to transfer may be 
restricted 

The word company is commonly used m Great Britain and 
Europe, and the word corporation is popular m the USA The 
term corporation was defined for the first time by Chief Justice 
Marshnll in 1819 as follows 

“A corporation is an artificial being, invisible, intangible, and 
existing only in contemplation of law Being the mere creature of 
law, It possesses only those properties which the charter of its creation 
confers upon it, cither expressly or as incidental to its very 
existence 

The latest definition is that of the United Slates Supreme Court 
as “an association of individuals united for some common purpose, 
and permitted by law to use a common name and to change its mem- 
bers without dissolution of the association ” 
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Since it IS an artificial person, separate and distinct from those 
who own It, the corporation has the right to perform as a natural 
person all the functions expressed in the provisions of its charter 
granted by the state Hence a corporation can buy sell own, 
manage, mortgage, and dispose of any property both real and per- 
sonal, which It possesses and it may sue and be sued Contrary to 
general opinion, a corporation can be organized for non profit as well 
as for profit purposes 

In the USA, a distinction is made between a joint stock 
company and a corporation A joint slock company in the U S A is 
created by a contractual agreement of the organizing parties which is 
not required to be filed It usually provides for a Board of Directors 
and officers to conduct the business and issuance of certificates for 
capital units which may be freely transferred or sold , but the liability 
of each contributor remains unlimited The corporation, on the con 
trary, requires incorporation It requires a special grant of pouer from 
the state The persons interested must agree upon the general outline 
of powersand relations and create an application in the form of articles 
of incorporation These articles arelo be presented to the proper state 
office with the request for a charter In size, a corporation is larger 
than a company The corporation emphasises the legal personality 
of the business unit Blackstone wrote m 1765 that “as all personal 
rights die with the person it has been found necessary to 
constitute artificial persons, who may maintain a perpetual succession, 
and enjoy a kind of legal immortality called bodies politic, bodies 
corporate or corporations ’ 

£volof!oa of the corporation— 'History of evolution of the 
corporation IS the history of the evolution of the big business Two 
centuries ago economic activity was largely a hand process operation 
carried out in individually owned businesses , today the activity is 
dominated by the operation of complex mechanical integrations using 
steam, electric or oil power under the control ard ownership ofcorpo 
rations In the days of small business one began with a few hundred 
rupees of one s own capital, or with an equally modest amount of 
capital contributed jointly by friends and acquaintances who became 
partners Today a business is often begun by incorporation’ , it may 
obtain crores of rupees of capital by selling shares and debentures to 
an investment banking house or other financial institution, which, in 
Jiirxv xeseits thfu i io any sSrassger Jn modern husmess the corpora 
tion IS the most important legal form of ownership in terms of wealth, 
number of employees and total income 

vVhilc the corporation may not be the cause of the increased 
scale of production, there can be no doubt about the mutual 
dependence of large scale production and the evolution of the corpo- 
ration The history of the corporation as a business unit begins with 


* To ‘incorporate* means to form into a body to combine elements previously 
separate and apart , each body behaves ddferemly and has different attributes 
lhan would ns unassociatcd parts. Fiulbermore Ibe parts ibemsthrs w^JJ 
behave difTerently after they are associated than they would if left independent 
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the history of the joint stock company There are interesting 
analogies between both and their earlier counterparts, the guilds, 
crafts, boroughs and manors Early Rome, medieval England, or 
colonial America had their business units, some of which possessed 
considerable corporateness 

Being a gregarious animal, man prefers to make his living and 
live his life m groups To them, real and important as they seem to 
him, he attributes personality, oneness and corporateness The 
family, the tribe and the clan, the town and the nation, the club, 
union, community, church — all become entities once they arc taken 
seriously Greek cities, Roman towns, medieval monasteries, 
boroughs, craft and merchant guilds, were all social, economic, poli- 
tical or religious units to which ihcir contemporaries attributed 
‘corporate’ personality Each had rights, powers and duties pecu- 
liarly Its own Sometimes these bodies were granted privileges by 
the state or church and sometimes they appropriated the privileges 
first and obtained the sanction of authority afterwards 

The device of inslituiional mmortahty was known to the guilds 
several centuries before transferable shares were invented The 
concept of perpetual succession, the right to hold property, the use 
of common seal, management through elected officers, the provision of 
annual audits— all these were clearly corporate m their nature, serving 
to mutualize the interests of guildsmen They forecast the modern 
corporation These were the attempts of men to vest their economic 
enterprises with corporateness, to gam power by uniting, to acquire 
the character of sovereignty * It may be remembered that these 
guilds were incorporation of producers, traders, merchants, profes- 
sionals, etc Later the villages, the churches, and the municipalities 
utilized the principles of the corporation to secure the permanence and 
individuality which were more or less essential to the complete 
exploitation of their shares 

The opening of the Western Hemisphere late in the 15th century 
made possible an extension and development of the known world 
scarcely imagined before that time Trading vessels opened a trade 
reservoir and a market outlet almost beyond comprehension There 
was a large amount of capital being created , yet there were few 
opportunities, especially for the great middle classes, to employ it 
A lawyer, a physician, a retired merchant, who had saved some thou 
sands and who wished to place them safely and profitably, was often 
greatly embarrassed * An institution which could meet some of 


t A ]3ih century merchant juild foiciiiB non-members to irade only in full 
publicity , a 15th century craft guild in the act of regulating price and quality, 
jtnring the J4ih ceniuiy, to jiass codes rejiulatinj the 
activity of foreign merchants . the Russian Company (first of the joint stock 
companies m England, 1353) requesting a Charter that would grant it sole 
trading rights with Russia— are the well known examples. 

* In 1850s England was swept with a wave of concern for the small investor 
How might the savings of the middle and labouring classes be conserved and 
yef kepi free of the paienial peaaJiies of unlimited liability The laws of 
partnership interfered 
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these needs was found in the corporation or the joint stock 
compan) 

The joint stock companv IS the product of Great Bntain The 
first joint stock companv formed there was the Russian Compans 
formed in 1553 with the object of sole trading rights with Russia. 
Thc famous East India Companv was formed in 1600 the New River 
Companj a few jears later , the Hudson s Bav Companv in 1670 , 
and the Bank of England in 1694 In those davs such companies were 
incorporated either b\ special Act of Parliament or bv Roja! Charter , 
but there existed also a number of bodies such as would now be 
called ‘Companies’, canning on important business (eg. bankine 
and insurance), which were not incorporated and in the eje of the 
law were onlv private partnerships The law did not view such 
bodies with favour, and it was not till IS44 that companies could 
obtain incorporation otherwise than bv Special Act or Rov:al 
Charter 

The railroad era is known as the second stage in the develop- 
ment of the corporation when the principle of incorporation was 
widclv used in general business and transportation Praciicallv 
speaking no railroads were constructed and operated except under 
the corporate form of business organization In Amenca the railroad 
occupied the ver> centre of financial problems 

The last stage in the development of the corporation is said to 
have begun after 1850 when the principle of limited liabilit) was 
adopted and reforms and refinements took place After the Cml 3'ar 
m the U S A , the corporation received both political and economic 
encouragement The corporate organization acquired an important 
place in those lines of businesses where large scale production was the 
rule As business emerged from the panic of 1873 ventures that 
had been partnerships or proprietorships reorganzed themselves 
under the corporate form. The corporation was favoured because it 
permitted the raising of large amount of capital wiihless nsk to both 
the saver and the promoter as well as a centralization of managerial 
control. Now the corporation has becoiut the most irapoitant form 
of business organization in the U SJV. and cNewhere The number of 
partnerships m the U S A. was at its peak in J924, but thereafter the 
corporations outnumbered them. The increased use of labour-savins 
machmerv, the tendency to integrate business activities under a 
central ownership, the trend towards laige-scale enterpnses and the 
advantages of assembling large sums of capital under the control of a 
single management are factors that have helped to ircreasc the 
popularitv of the corporation as a form of ownership There is even 
a growing trend towards the use of the corporation in small bu'^iness 
because of the advantages not found in the partnership or individual 
proprietorship 

The chief advantages of the corporation over propnetorv and 
partnership concerns maj be discussed bnefiv TTiese advantages 

have made corporate form of business as the most popular tv pc of 

organization these davs 
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(1) Limited liability — Liability is usually limited to the amount 
of shares or stock issued 

(2) Contininiy of existence — Change of ownership through the 
transfer of shares or stock has no effect on the existence of the 
corporate form 

(3) Continuity of management — Change of ownership through 
the transfer of shares or stock need not affect management 

(4) Skill and flexibility of management— The management of 
the corporation is placed in the hands of a Board of Directors The 
wisest and most skilful directors may be chosen Their investment 
m the corporation need not be large 

(5) Acquisition of new capital— Pi successful corporation may 
seek as much capital as it needs Investors have greater confidence 
in the securities of a corporation than in those of other forms of 
business The corporation has succeeded in winning more capital 
from the saver than any other form of the business unit It has won 
the investor by offering him ownership with less liability 

(6) Personnel advantages— The corporation can offer more 
opportunity to the efficient and ambitious employee, and thus secure 
top flight personnel Opportunity to secure share or stock m the 
corporation is an incentive to effort 

(7) Limitation of power to iW— Any one partner can bind all 
his partners, perhaps disastrously Power to bind the corporation is 
limited to designated directors, officers and agents 

(8) Control of mtnoriiies — While minorities have adequate 
representation, dissident minorities are usually not as difficult to 
manage as they are in partnerships 

(9) Ttant/er of interests — Interest m the enterprise, evidenced 
by shares or stock, is readily transferable Corporate shares provide a 
means of investment that can be transferred to heirs with comparative 
ease A partner’s heir cannot succeed to his status as a partner 
without the consent of the other partners 

Thus, since the Industrial Revolution the proprietory concerns 
and the partnership firms have more and more been replaced by the 
joint stock form of industrial organization The latter connotes alarge 
size With regard to capital, employment, operation, organization and 
management as compared with the proprietory and partnership 
industrial concerns It also presupposes more and more use of 
machinerj, scientific devices and technological methods As a conse- 
quence the corporate form of organization today is responsible for 
the largest share of the world’s industrial production trade, trans- 
port and other economic activity It has completely transformed the 
economic life of India Nearly 26,000 joint stock companies m India 
are primarily responsible for the industrial and economic development 
of the country on modern lines As one observer has put it, they 
virtually legislate the standard of living of the people , they represent 
economic democracy in action and provide useful countervailing force 
m society without which no democracy can survive 
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In the U S A (m 1947) 49'’o of all manufacturing estabii-^h- 
ments were organized as corporations, 29‘’<, as propnelorships, 21% 
as partnerships and Po in other forms Corporations also emplos- 
ed 89'*o of Jill the producti\e workers and produced 92®^. of the tot^ 
\alue of product in the manufaclunng field In merchandising, the 
corporation also dominates the wholesale disision where SO-'t, of the 
number of wholesale establishments are corporations and the\ enjos 
76®o of the total sales and eroplos 77'^,, of the employees 


Importance of Corporate Actis-itj, by Branches of 
Industry in the U.S A,' 



Industry 

Percentage of 
Aattonal Income 
w 1937 

Percentage of Business 
done by Corporations 
U929 37) 

1 

Agriculture 

89 

7 

2 

Mining 

2 I 

96 

3 

Electric light and povser 



and manufactured gas 

1 6 

100 

4 

Manufacturing 

24 0 

92 

5 

Contract construction 

2 1 

60 

6 

Transportation 

73 

89 

7 

Communication 

1 3 

100 

8 

Trade 

12 5 

58 

9 

Finance 

93 

84 

10 

Got emmeni 

13 5 

58 

11 

Senice 

II 9 

30 

12 

Miscellaneous 

42 

33 


Among the twehe groups of actiMties listed in the table abo%e, 
m only three groups (agriculture, sciMce and miscellaneous) do 
unincorpopate enterprises perform the major part of the business 
done In all others the corporate entcrpnse predominates These 
three industrial groups accounted for 25 per cent of the national 
income produced in 1937 In six industnes, originating about 45 per 
cent of the national income in 1937, corporations accounted for 
80 per cent or more of the business done In the manufactunDg 
group, which alone accounts for about one fourth of the national 
income, 92 per cent of the business was done b> corporations 

A joint stock company, belter knoun in the USA as the 
corporation, is an association of persons organized into an autono- 
mous legal umt with a distinct legal personahts that enables it to carrs 
on business, own property and contract debts through its agents and 
officers It signifies so large a number of members that it cannot 
aptly be called a firm or a partnership 

The most striking charactcnstics which distinguish a corpora- 
tion from other forms of business enterprises are 


1 Robert Aaron Cordon Bits/nerr Leadership m Large Corporal ens 19^5 
P 13 
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(1) Legal personality - — The most pecultar characteristic of a 
corporation is its artificial personality It is something more than a 
mere form or way of doing business It is a child of the state and 
possesses a legal personality which enables it, through its agents or 
representatives, to do many of the things that a natural person does 
It IS a person almost like a human being As such it is capable of 
owning property, incurring debts, borrowing money, having a 
banking account, employing people, entering into contracts and 
suing and being sued in the same manner as an individual The 
people who organize a company are not the company itself but are 
Its owners But they can also be its creditors at the same time since 
It has a separate legal entity A shareholder cannot be held liable 
for the acts of the company even if he holds virtually the entire share 
capital A shareholder is also not an agent of the company and so 
he cannot bind u by his acts The property acquired by the company 
does not belong to the owners of the company, but to the company 
Itself 

(2) Limited liability~A member of a company is liable to 
make good the loss of the company only to the extent of his share 
If some amount is uncalled upon a share he is liable to pay it but not 
beyond that The creditors of a company can obtain satisfaction 
for their claims only out of such property as the company may own 
Property of a proprietor or a partner, on the other hand, may at any 
lime be levied upon regardless of whether it is among the business 
assets or the owner's personal assets 

(3) Ease of transferring ownership iwierejfi— In the partner- 

ship, ease of transfer does not exist, partly because it would permit 
the injury to creditors through the sale of ownership from strong 
to weak hands after a granting of credit, and partly because of the 
possible injury to the remammg partners should one of their number 
relinquish his interest and place in the hands of a person who is 
financially weak, incompetent or dishonest The owner of a share 
in a corporation may, however, transfer his interest whenever and to 
whomsoever he pleases The shares of a member of a company are 
termed as a movable property which is freely transferable m the 
manner provided for in the articles of the company They can 
either be directly transferred to other interested persons or can be 
marketed through the organized stock exchanges No consent of 
other members is needed for this transfer The owner of a sole pro- 
prietorship can transfer his interest, subject to the claims of existing 
creditors against him but there is the difficulty of finding persons 
who have large enough cash to make the purchase In contrast, the 
owner of a company’s shares can offer an investment divided into units 
•ofconi'e.'ifen! r.w atrd pc^e.vtxf) iv/yesf jomJ /fw^uxiasthiiiJy 

for operation 

(4) Permanence of organization — The individual proprietory 
business begins and ends at the wiH of the owner, save of course that 
It must end with his death Partnership as a personal relationship 
among a group of men begun by their mutual agreement is brought 



8 Elements of Corporation Finance 

to an end by the death, ^^lthdra^^al, bankruptcy or legal disability of 
any single partner His interest cannot be transferred to another 
by gift or by smU But incorporation into a company offers relief 
from the dangers of dissolution v.hich may lead to the liquidation of 
the business The life of a compam is not dependent upon the Ines 
and actiMties of its members and therefore the duration of its business 
IS not affected by their misfortunes E\cr\ original member mav die, 
every original member may become individuallv insolvent, everv 
original member may withdraw from the company and vet the life of 
the company will continue The life of a company is perpetual or 
definite by the terms of its chaner In anv case it has a long life 
Some of the stales in the United States limit the maximum life penod 
of companies which varies from 20 to 100 years As a result of long 
or perpetual existence the company can enter into contracts extending 
over many years It ran undertake programmes of construction 
requiring as much as a quarter of a century for their completion, 
It can offer to the investor a permanent and safe resting place for his 
income earning funds 

(5) Special taxes— The company has to pay a price for the 
advantages of its creation by the slate in the form of special taxes 
levied against it, whereas the sole proprietorship and the partnership 
enjoy freedom from taxes levied on the form of organization as such 
The company has to pav an incorporation lax based on the amount 
of authorized capital, tax on ret income and profits 

(6) Expense and difficult} of sformg— The &o)e propnrtor has 
no problem or expense in starting his business which can be attributed 
tothefomiof organization He begins business without formaUtv 
The partnership is similarly an informal type of organization and mav 
legallv exist without any wniicn contract among members The 
creation, however, of a corporation gives nse to much expense and 
effort The formalities involved, the legal expen«^es and the fees and 
taxes incurred are the sort of barriers which give nse to difficult 
questions. 

(7) Coiemnwif /•cgu/arion— While the businesses of particular 
proprietorships or partnerships may be regulated because of their 
nature, neither form of organization is regulated perse The company 
IS a ‘person’ created by law and is identified v«th ‘big business’, it 
attracts special legislation which is often burdensome The Indian 
Companies Act is one of the largest and most complicated legislations 
of the world The provisions of the Act require companies to sub- 
mit certain returns and reports and affect their working in mam 
other ways 

(8) Limitation of action — A company cannot go beyond the 
powers of its charter— the memorandum of association Its action 
IS therefore limited In order to enable it to carry out its actions 
without much restrictions and limitations, in most rases, sufficient 
powers are taken in the memorandum of association But once the 
powers have been laid down, it canrot go beyond unless the memo- 
randum IS Itself allcred- 
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Type of companies — According to the mode of incorporation 
there are three type of compames (i) chartered companies, 
(ii) statutory companies, and (iii) registered companies Chartered 
companies arc the oldest and the earliest of all companies They were 
incorporated m England before the second half of the 19th century, 
VIZ , the East India Company (1600), the Hudson's Bay Company 
(1670), the Bank of England (1694), the Peninsular and Oriental 
Steam Navigation Company (1840) TTiese were incorporated under 
a special charter granted by the king or the sovereign Such a 
company incorporated by a Royal Charter has very wide powers Its 
powers are circumscribed by the directions contained in the charter 
Statutory companies are incorporated by a special Act of the state 
legislature or the Parliament These companies are formed for the 
purpose of carrjing on some business of national importance A 
statutory company is governed by the terms of us special Act It is 
a limited liability concern, but is not required to use the word 
•Limited’ as part of its name Well known statutory companies in 
India are the Reserve Bank of India, the State Bank of India, the 
Industrial Finance Corporation, State Industrial Finance Corpora* 
tions. the Damodar Valley Corporation Registered companies arc by 
far the largest class of companies and most popular in India and 
elsewhere They arc incorporated under the Companies Act Barring 
the statutory companies alt other compames in existence in India have 
been ftnnea in this way by registration under the Indian Companies 
Act Certain companies, though registered under the Companies 
Act, are governed in many important operative matters by the provi- 
sions of special enactments, eg. banking, insuranceand electricity 
supply companies The special Acts applicable to these companies 
are the Insurance Act of 1938, the Electricity Supply Act of 1948, 
and iJie Banking Companies Act of 1949 

Kinds of registered companies — The Indian Companies 
Act provides for the registration of three kinds of companies 
(a) Companies limited by shares, (b) companies limited by guarantee, 
and (c) unlimited companies A company in the first two categories 
may be either a private company or a public company 

(a) Limited companies—Compaates limited by shires are 
popularly known as limited companies because the liability of their 
members is limited by the nominal or face value of shares held by 
them They are also termed as joint stock companies and are defined 
as "having a permanent paid up or nominal share capital of fixed 
amount divided into shares, also of fixed amount, or held and 
transferable as stock, or divided and held partly in the one way and 
partly in the other, and formed on the principle of having for its 
members the holders of these shares or that stock, and no other 
persons ’’ Thus, these compames must have share capital of a 
permanent nature and can admit as members only persons who hold 
their shares and not others In the case of these companies share 
capital is compulsory since the mngmtudc of a member s liability is 
determined by tlie face value of shares held by him They provide a 
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special attraction to the investor since the liability of a member, m the 
event of the company being wound up. is limited to the extent of the 
amount that remains unpaid on such shares The liability does not 
fluctuate, but is always equivalent to the amount which, for the lime 
being, remains unpaid whether from the original shareholder or the 
transferee of such shares, as the case may be The person who 
invests monev m such a company as a shareholder Knows exactly 
beforehand the amount of the risk involved m the investment and the 
maximum limit of his liability 

(b) Giiaramee companies — The liability of the member of a 
guarantee company is limited to the amount he undertakes to 
contribute to the assets of the company in the event of its being 
vsound up The guaranteed amount is mentioned in the Memorandum 
of Association Each member guarantees to pay the fixed amount 
but IS not required to pay until the company is wound up, i e , it is 
not enforceable during the lifetime of the companv Such companies 
are generally formed for non frading purposes, e g , charitable 
activities, and for the promotion of art, science, sport, etc The 
chambers of commerce and trade associations and sports clubs are 
usually guarantee concerns The object of such companies is net 
to make profit and distribute dividend, but to render service to the 
community Such companies mav or may not have share capital 
In the former case, each member is also liable for any amount 
remaining unpaid on his shares 

(c) UnUmued cempamer— Such companies are rare these davs 
They are little more than an ordinary partnership, each member 
being liable for the debts of the company to the last paisa Unlimited 
liability IS CO extensive with the debts of the company and is enforce- 
able only at the time of the winding op of the company 

Private cozxipaiues — A company Jiimled by shares or by 
guarantee may either be a pri\ate company or a public company A 
‘private company' is one which by its articles restnets the nghl to 
transfer its shares limits the number of its members (excluding 
present and past employees) lo fifty, and prohibits any invitation to 
the public to subscribe for shares or debentures of the company 

Public companies — A company which by its articles does not 
provide for the restrictions so as to make it a private company, is 
termed as public company Usually the number of members of a 
public company is very large and there is no maximum limit to 
membership 

For a limited liability company the number of members should 
not fall below two in the case of a private companv and not below 
seven in the case of a public company 

Government companies — A Government company is a new 
term and indicates Government’s slake in a company A companv in 
which not less than 51°^ of the paid-up share capital IS held by the 
Central Government or by any State Government or Co\emments or 

partly by the Central Government and partly by one or more State 
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Governments, is termed as a Government company and includes a 
company which is a subsidiary of a Government company 

Foreign companies— On the basis of nationality, companies 
may be Indian or foreign Foreign companies are those incorporated 
outside India but have a place of business in India A company, the 
registered office whereof is in Burma, Aden or Pakistan and which 
immediately before the separation of that country from India was 
a company as defined in the Act is a foreign company These com- 
panies have to comply with some of the provisions of the Indian 
Companies Act 

Holding companies — Holding company and subsidiary com- 
pany are relative terms A holding company is one which (a) controls 
the composition of the Board of Directors, or (b) holds more than 
half the nominal value of the equity share capital of another com- 
pany If company A is eniiUcd to appoint 4 out of 7 directors in 
company B or holds a majority of nominal value of the equity 
share capital m company B then company A is the holding company 
ofB 

Subsidiary companies— A company under the influence of a 
holding company is termed as Us subsidiary If company A is 
entitled to appoint 4 directors out of 7 in company B or holds 
more than 50®/o of the equity share capital then company B is a sub- 
sidiary of company A If company A is the holding company of B 
and B is the holding company of C, (hen both the companies B and 
C are subsidiaries of A 

One-man companies — The provisions of the Companies Act 
have sometimes been so used as to enable even a single individual 
to trade with limited liability and the term one man company is 
often colloquially used to denote a company (usually private) in 
which substantially the whole of the shares are held by one 
person There are, of course, a few other members holding one 
or two shares each as to comply with the requirements of the Act, 
but they are usually nominees, friends, family members or relatives 
of the principal shareholder who is the virtual owner of the business 
Most of the Government companies registered as private companies 
are of this type since the entire shares are held in the name of the 
President of India and a few shares are held in the name of some 
olficial of the department of the Government The formation of 
such companies is fully legal and such companies have a corporate 
existence 

Formation of companies — A company is a large organization 
and requires large-scale and arduous efforts at the time of its forma- 
tion From the time of the conception of the idea to (he time of 
actual functioning of the corporation, a lengthy process is involved, 
spread over a long period of decades sometimes The process of 
formation of a company is divided into three distinct stages (!) the 
promotion stage, (2) the registration or incorporation stage, and 
(3) the commencement of business 

(1) PfOMiot/oii— This IS the stage in which the idea of forming 
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a companN is conceded either b\ a person or b\ a group of persons 
who are called promoters These promoters arc experts in the line 
and ha\e ample experience of conipan> formation After conceuing 
the idea, thev ha\c to work it up with the help of their own resources 
and skill In matters of detail respecting procedure and prospects 
the\ base to seek the assistance of seseral experts like solicitors, 
lawjcrs, engineers, accountants auditors etc 

The idea concened of ma\ be embodied in an imention, a 
process of manufacture a method of merchandising a form of orga- 
nization a plan of financing or a combination of two ormore dcsices 
The promoters need not themselves be the discoverers of the idea, 
the> ma\ simph find out its commercial possibilities A companv 
ma) be formed cither for taking over an existing propnetorv concern, 
a partnership firm or an existing compan> or for starting an altogether 
new business In the formet case the promoters have to negotiate 
with the vendors with a view to settle terms and enter into prcliminarv 
contracts for the purchase of assets The preJimmarj contracts 
contain the detail^ description of the propertv and assets, their 
purchase price settled mode of pavmem. etc If. on the other band, a 
companv is formed to start an altogether new business, development 
of the proposition is essential 

After the idea has been properlv developed, another important 
step IS to prepare the Memorandum of Association and the Articles 
of Association of the proposed companv The Memorandum defines 
the objects and determines the status of the company and the Articles 
lay down the rules and regulations for the management of the company 
and for carrying into effect the objects as laid down m the Memo- 
randum After being drafted these documents have to be printed 

The promoters thereafter find out persons who will join hands 
with them in the formaiion of the compan) At least seven peiwns 
are needed to form a public limited companv and two to form a 
private companv The persons who so agree to join hands, have to 
sign the Memorandum and the Articles 

Before 1956, much of the work of companv promotion was done 
bv managing agents, but since the coming into force of the Companies 
Act, 1956, the managing agenev svstern has declined considerabl' 
The National Industrial Development Corporation set up bv the 
Government of India in 1954 has taken up the work of companv 
promotion, to a limited extent particularlv in the field of the basic 
and heavy industries in the public sector The Government itself, m 
collaboraljon with foreign experts, does a good deal of work m 
regard to the floatation of new industrial concerns In foreign 
countries there are special agenaes to do the work of companv 
promotion 

The chief functions of a promoter arc 

(i) To conceive the idea of forming a companv and to explore 
its possibilities 

(ii) To conduct the necessary negotiations in connection with 
the purchase of a private business, if any, which is to be taken over 
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by the company, and to enter into provisional agreements with the 
vendors 

(ill) To obtain reports on the business to be purchased if any, 
from professional experts such as accountants and valuers 

(iv) To get together the number of persons who will sien the 
Memorandum and the Articles and will act as directors 

(v) To settle the name, the registered office and objects of the 
company, the amount and form of its capital, and to enter into under- 
writing contract if necessary 

(vi) To select bankers, brokers auditors, legal advisers etc 

(vii) To have the Memorandum and the Articles drafted and 
printed 

(viii) To undertake the registration of the company including 
the paymeniof fees payablebefore registration and to obtain the certi- 
ficate of incorporation 

(ix) To arrange for preliminary contracts Wjih vendors, under- 
writers and managing agents, if any 

(x) To make arrangements for the preparation of the pros- 
pectus, Its filing and advertisement 

(xi) To make arrangements for the issue of capital 
(xn) To defray preliminary expenses, 

(2) Registration or incorporation— \x is regjsiraiion that brings 
a company into existence A company is properly constituted only 
when it IS duly registered under the Companies Act and the Certi- 
ficate of Incorporation is obtained from the Registrar of Joint Stock 
Companies For the purpose of registration of the company the 
promoters have to take the following steps 

(i) Sanction for capital issues — Under the present regulations 
relating to capital issues, it is permissible for companies to issue 
capital up to Rs 25 lakhs without ihc consent of the Central Govern- 
ment But for issues of capital in excess of this limit, an application 
for sanction has to be made under the Capital Issues (Continuance 
of Control) Act. 1947, m quintuplicale, to the Controller of Capital 
Issues, Ministry of Finance, Department of Economic Affairs, Govern- 
ment of India, New Delhi, accompanied by a treasury receipt for 
Rs 50 as fee and a copy of Ihc draft prospectus. 

fii) Licence under Industries {Deiehpnient of Regulation) Act, 
795/— Where the capital proposed to be issued js in respect of an 
industrial undertaking for which a licence has to be obtained under the 
Industries (Development and Regulation) Act, I951, an application 
for licence has to be made simultaneously on a prescribed form to the 
Secretary, Ministry of Industry, Government of India, New Delhi 
(ill) Aiadabihty of name ojcertained— The promoters should 
ascertain from the Registrar of Joint Stock Companies that the 
proposed name of the company is available for registration other- 
wise the work of registration wiH be delayed and difficulties may 
arise 
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(j\) Filing of documents— Mice all the preliminanes ha^e 
been settled finalK the promoters send an appbcation to the Repsirar 
of Joint StoeV Companies of the Slate where the repsiered office of 
the compan\ is to situate The application is to be accoirpan3‘*d b% 
the folJonmc documents 

(1) Memorandum of Asscwciation 

(2) Articles of Association 

(3) List of persons who ha\c consented to become directors 

(4) \\ ntten consent of directors to act as such 

(5) Directors undertaLing to tahe up and pa\ for qualification 
shares 

(6) Acreement, if an\ with Managing Agents or Senrtanes 
and Treasurers 

(7) Siatutors declaration b\ an ad\oc3tc of the Supreme Court 
or a High Court or b\ an aitomes or a responsible officer 
of the corapan\ that all requirements of the Companies 
Act 1956 and the rules thereunder ha\c been complied 
with in respect of registration and other matters pertairung 
thereto 

(8) It IS also customar% to file the notice of the registered 
office of the <ompan%, though n ma> be filed within 28 
da\s after the dale of incorporation- 

Along with the above documents, the necessan stamp dutv- 
regislration fees, and the filing fees have lobe paid. The Registrar will 
receive these documents and will grant a receipt for the fees paid. 
The dutj of the Registrar on receiving these documents is to examine 
them to see whether the statutorv requirements have been complied 
With The statutorv requirements to be observed arc 

(1) That the Memorandum is signed bv the requisite number 
of persons. 

(2) That the proposed company is formed for a lawful 
purpose 

(3) That the Memorandum and Articles do not infringe the 

provisions of the Companies Act ’ 

(4) That the name is not prohibited- or is not the same as that 
of an exisimc companv, or so nearly resembhne it as to be 
calculated to deceive 

The Registrar Will also scrutinize the statutorv declaraijon If 
he is satisfied that all the requirements have been complied with bv 
the company and that it is authonzed to be registered und*r the 
Companies Act, he will retain and register the Memorandum, the 
Articles, if an>, and the agreement etc He will then issue a certificate 
loiown as the ‘Certificate of Incorporation* certifying under his hard 
that the companv is incorporated and in the case of a limited 
companv that the company is limited 

(3) Commencement cf business — A private companv can com- 
mence business and. if so authorized, exercise bojTowinc powers as 
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soon as it is incorporated, but other companies having share capital 
cannot do so A public company even though incorporated cannot 
begin ns business unless it obtains the ‘certificate to commence 
business' For the purpose the following steps have to be taken 

(0 Raising of capiial—AfKT incorporation of a public companv 
a copy of the prospectus is filed with the Uegistrar of Companies and 
It will be issued to the public inviting applications for shares The 
intending investors can get the prospectus and the application form 
free of charge from the company s bankers or from its registered 
office They submit the applications for shares along with the 
necessary money to the company’s bankers The bankers collect the 
applications and forward them to the company The directors, after 
the minimum subscription is received, proceed to allot shares to the 
applicants and issue share certificates m due course 

(ii) Filing certain documents — The company will file the follow- 
ing documents with the Registrar 

(a) Prospectus or statement in lieu of prospectus 

(b) Notice of the situation of the registered office if not 
already filed 

(c) Declaration by the company that TTiinimum subscription 
has been collected 

fd) Declaration by the company that the directors have taken 
up and paid for their qualification shares 

(c) Declaration by the Secretary or a Director that all the legal 
requirements precedent to the commencement of business 
have been complied with 

On receipt of the above documents, the Registrar will satisfy 
himself about the fulfilment of the formalities and then will allow the 
compnny to begin business by issuing the certificate for the com 
mcncemcnt of business After this, the company can start opera- 
tions 

Company Management 

The shareholders of a company are collectively the owners of 
the company, but it is only indirectly that they may consider them- 
selves as the owner of what the company owns The legal title to 
the assets of the company, in other words, is vested in the company 
as a separate legal entity As long as the company exists, its owners 
may not take title to its properly Each shareholder, however, 
owns a portion of the company, represented by the number and 
kind of shares which he holds It follows therefore that shareholders 
have the functional right to manage the affairs of the company 
The actual right to control and manage the affairs of a company vests 
in the directors There are several reasons for the separation of 
management of a company from its ownership Firstly, the number 
of shareholders of a company is ^generally very large, sometimes 
running over thousands Secondly, they are scattered over a very 
wide area since many companies have international membership 
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Thirdl>, the shares of a compan) arc freelj transferable and e\eT\* 
transfer of shares insoKes a change in the membership of the 
company Consequently, U is impracticable and undesirable to 
entrust the management of a company to such an e\er*changin 2 
body of persons, as c\er> chance is likely to effect a change in the 
policy of management Lastly, the complexity of modern business 
requires separation of management from ownership since onU experts 
arc expects to manage the affairs of a large and complex business 
and shareholders are not expected to possess such knowledge 

On the analogy of the r^rescniatne form of goiemment, the 
management of a compans \csts in a bods of elected representatnes 
known as directors The directors as a body are termed as the 
Board of Directors or simply the Board Hence the law requires 
that exery Company should ha\c directors to manage its affairs 
The Board is the ultimate execuuve authority of a company 

In the early stage of dcxtloproeni of the concept of limited 
companies. It was considered that the general meeting was the com- 
pany m Us body corporate whereas the directors were merely agents 
subject to the control of the company m general meeting. But this 
concept gradually changed and the doctnne that (he directors alone 
could manage the affams of the company gamed ground It was 
realized that the control and regulation b\ the general meeting of 
shareholders, which elected the directors, could only be confined 
to matters specially reserxed for the authority of the general meeting 
m terms of the articles A company now js entirely a separate enlitv 
distinct from its shareholders and its directors 

The directors, being generally part-timers, are not expected to 
be present at all times at the office of the company The need 
therefore arises for other persons to look to the day-to-dax manage- 
ment of the affairs of the company Thus, the management of a com- 
panv consists of* (1) the Directors, (2) the Managing Director. 
(3) the Managing Agent, or the Secretaries and Treasurers, (4) the 
Manager, (5) the Secretarx, (6) the Legal Adxiscr, and (7) the 
Auditor All the agencies work under the control and direction of 
the Board and are subordinate agencies of management 

Prior to 1956 by far the most important agency of company 
management in India was the managing agents, but since the adop- 
tion of the policy of their gradual elimination under the Companies 
Act, 1956, there has been a considerable decline in the populanty of 
management by managing agents Now the companies formed in 
recent y ears haxe preferred the Board of Directors to manage their 
affairs The other agencies of management adopted by the com- 
pames, m order of importance, are Managing Directors, Managers 
and Secretaries and Treasurers The Secretaries and Treasurersand 
Managers plav a minor role as yet m the management cf the 
companies The position occupied by xanous agencies of manage- 
ment in the management of companies is shown in the following 
table 
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Form of management adopted bj' new companies 


Form of management 

1960-61 

No % 

the total 

J961-62 1 J962 63 

KT- % of xt "o of 

the total ^ the total 

i Diiectois 

1062 . 

1063 

1 1072 


2 Managing Directors 

596 1 1 

5J5 

1 388 


3 Managing Agents 

21 1 

29 

' 34 


4 Managers 

3 . 

4 

1 I 

1 

5 Secretaries and 1 

1 


1 


Treasurers i 

1 1 

3 I 

1 ^ ' 


Total ] 

1 1683 1 

1614 

1 1497 1 



Directors 

Definition— Under Section 2(13) of the Companies Ac{, “the 
term ‘directors’ includes any person occupying the position of director, 
by whatever name called Director is one of the officers of the 
company Section 307 (10) (a) further holds that any person m 
accordance with whose directions or instructions the Board of Directors 
of a company is accustomed to act, shall be deemed to be a director 
of the company “ 

The directors stand in a fiduciary position in relaiioit to the 
company they manage Their position resembles in some respects 
that of trustees, in some respects that of agents, and in other respects 
that of the managing partners 

Number of directors — A company may have any number of 
directors according to the provision in its arltchs, but a private com- 
pany must have a minimum of two and a public company at least 
three directors A company may increase or reduce the number of 
directors by altering the articles, but for increasing the number 
beyond the maximum fixed in the articles, approval of the Central 
Government is necessary Within the maximum number fixed m 
the articles, the directors can appoint additional directors who retire 
at the succeeding annual genera) meeting of the company 

No person can be a director m more than twenty companies 
at a time, but in computing this number of twenty the directorship 
of a non-subsidiary private company, an unlimited company, a non 
profit association and an alternate directorship of any company is 
excluded 

Appointment of direclors—The first directors of a company are 
usually named in the articles If the articles do not name them, the 
subscribers of the memorandum or a majonty of them may appoint 
the directors, failing which subscribers themselves are deemed to be 
the first directors of the company 

The first directors hold office only till the first annual general 
meeting of the company is held At the first annual general meeting 
and subsequently every year the directors are appointed by the 
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company in general meeting In the case of public companj« and 
their subsidiaries, at least onc-thirds of the directors retire e%er> 
jear b> rotation at the annual general meeting of the company and 
arc replaced b> nev. ones 

The board IS empovered to appoint additional directors alter- 
nate directors (in place of a person leaving for more than 3 months 
the ^tatc where meetings of the Board arc generallv held) and to fill 
in any casual vacancies occurring bv resignation death or insohenev 

Sometimes the managing agents arc aUo authonz'’d to appoint 
directors bv means of a provision in the articles This power 
however is limited to one director if the total number does not 
exceed five, and to two if the total number exceeds five A complaint 
having been lodged with the Central Government that the affairs 
of a companv are being conducted oppressively or in a manner 
prejudicial to the interests of the company itself the Central Govern- 
ment can appoint a maximum of two directors 

No minimum qualifications are prescribed for the appointment 
of directors, but the aaicles of companies require the directors to 
hold a few qualification shares At least one share must be held bj 
a director which may be acquired bv him within two months of his 
appointment In no case the nominal value of qualification share or 
shares :^ould exceed Rs 5,000 

Duties of directors— \ company being an artificial person, can 
operate only through a human agenev and directors are such an 
agency Important duties of the directors arc (i) to carry on 
the day to-da\ business of the companv effic’entlv. (u) to enter 
into contracts for and on behalf of the company, (ui) to loot, 
after the propertv and assets of the company, (n) to see to the proper 
investment of its funds, (v) to manage the affairs of the companv 
well The direnors must discharge these duties honestly and dili- 
gently The Companies Act requires the directors to perform certain 
specific duties regarding filing of certain documents and returns, 
convening of meetings, etc 

Powers of directors — The Board of Directors is entitled to 
exercise all such powers and to do all such acts and things as the 
company is authorized to do, except those specifically reserved for 
the company in general meeting (of shareholders) The Board is also 

responsible to supervise and dxiU/oJjlhe of lb* zifficw.s of the 
company, VIZ., manager, managing agents, secretanes and treasurers 
etc Apart from these general powers of management and control, 
specific powers have been conferred on the Board of Directors bv 
the Companies Act The Act not only prescribes the nature and 
extent of such powers, but also specifies the manner in which these 
powers mav be exercised As a rule, the directors cannot ihinlw 
without a meeting and the company is entitled to the ‘combined 
wisdom’ of the directors in a meeting Tbey are responsible as a 
bodv to the shareholders These powers are (i) to make calls, 
(ii) to issue debentures, (jji) to borrow moriei,0\) to invest the 
funds of the companv, (>) to make loanc, (%i) to enter into a 
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contract for the saJe, purchase or supply of goods and services 
Other powers not necessarily to be exercised by means of a meeting 
arc (i) to allot shares (jj) to Jcecp deposited in a scheduled 
bank the application money received from applicants, (in) to call 
extraordinary meeting on regtiisition, (iv) to maintain proper books 
of account, (v) to place before the annual general meeting the balance 
sheet and the profit and loss account, (vi) to make a report and 
attach It to annual accounts, (vii) to appoint auditors, (viii) to appoint 
additional and alternate directors and the managing director, etc 

If the directors fail to exercise their powers honestly and 
diligently they may be penalized for negligence of duty and breach of 
trust If they do not carry on their duties efficiently, the share 
holders may remove them before the expirj of their term of office 
The age of retirement of a director is 65 years, but under the 
proposed Amendment Act, it is being raised to 75 years 
Managing Agent 

The managing agent IS any individual, firm or body corporate 
entitled to the management of the whole or substantially the whole 
of the affairs of a company by virtue of an agreement with the 
company or by virtue of its memorandum or articles of association 

Number of managed compunics— No single managing agent is 
allowed to manage more than 10 companies at a time In computing 
this number the minaging agencies o/ a private company, an un- 
limited company and a non-profit association are excluded * 

Appointment and reappoinimeni— The appomtmtnt of a mana- 
ging agent is made with the approval of the shareholders in a general 
meeting and the Central Government The Central Government 
grants approval after having been satisfied about the following 

(1) It is not against public interest to allow the company to 
have managing agents 

(2) The proposed managing agent is a fit and proper person 

(3) The conditions of the proposed managing agency agree- 
ment are fair and reasonable 

(4) The managing agent must have fulfilled the conditions 
required by the government 

No company is allowed to reappoint a managing agent for a 
fresh term any time before 2 years of his current term remain 
unexpired The object is to thwart the practice of securing from the 
existing shareholders a renewal of a managing agency agreement 
long before the expiry of the existing contract 

The term <rf c-fhee erf a /aoKSg.'.og sgexi), jf sppoxnieA by n 
company for the first time (i.e . the company was not managed by a 
managing agent till then), is 15 years Ifacompany wants to reappoint 
X in place of Y as its managing agent, the term of office of such 
managing agent will be 10 years only The Central Government, how- 
ever, allows in practice the appointment of m inaging agent, for the 
first time for a term of 10 years and reappointment for 5 years only 
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The follo^wng compan»es cannot have managing agents to 
manage their affairs 

(1) All banking and insurance companies 

(2) A compan> acting as managing agent of another compan> 
shall not appoint a managing agent for itself 

(3) A compan> having secretaries and treasurers managing 
director or manager for its management shall not have managing 
agents 

(4) A Government companv 

Poivers and duties — The managing agents are generally ap 
pointed under an agreement v.iih the companv The agreement 
specifies the powers which the company grants to the managing 
agents Bj theverj definition of the term ‘managing agent’ he is a 
person who IS entitled to the management of the whole orsubstan 
tiallv the whole of the affairs of the companv subject to (he soperin 
icndence, control and direction of the Board of Directors Ke is an 
officer in charge of the affairs of the company and must see to the 
discharge of all the obligations imposed by the Companies Act on 
the company, such as keeping of registers, books of accounts filing 
of returns before the Registrar, granting inspeciion of documents and 
registers to persons who are entitled to inspection and giving copies 
of documents to persons who are entitled to receive them, prepanng 
balance sheet, making contracts, drawing and enclosing bills of ex 
change, calling and conducing of meetings and doing everylhme 
necessary to manage the affairs of the company The Board of 
Directors have to depend upon him for assistance and the emplovees 
for guidance 

By means of a provision m the articles, the managing agent 
may appoint one director if the total number of directors in the 
company is five and two directors if the total exceeds five The 
managing agent may also be appointed as selling agent outside India 
of goods produced by the company 

Managing agents mav receive remuneration for their services 
from 4 to 10 per cent of the annual net profits of the companv 

If the managing agents act fraudulently in the discharge of 
their duties, if they commit breach of trust, if they mismanage thf 
affairs of the company or if they arc negligent in the discharge of 

their duties, the shareholders can remove them before the expirv of 
the term of office 

The new legislation has folly provided adequate checks aeamsl 
the misuse of power bv managing aeents 

Secretaries and Treasurers 

Secretaries and treasurers is any firm or company (not being 
managing agent) which is entitled to the management of the whole 
or substantially the whole of the affairs of a company, which serves 
under the adininistrativc control and supervasion of the Board of 
directors and which may or may not be under a contract of service 
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It means it is a corporate form of management, that is, only a firm 
or a company can act as secretaries and treasurers They are appoint- 
ed only when a company has no managing agent, managing director 
or manager 

The functions of the secretaries and treasurers and managing 
agents are almost alike The remuneration of secretaries and trea- 
surers varies between 3 J to 7J per cent of the annual net profits of the 
company The aim of the creation of this new institution is to 
replace managing agents in course of time 

Managing Director 

Managing director means a director who. by virtue of an agree 
ment with the company or of a resolution of the company or the 
Board or by virtue of its memorandum or articles, is entrusted 
with substantial powers of management which would not otherwise 
be exercised by him He exercises his powers subject to supcnnlen- 
dcncc, control and direction of the Board The managing director is 
one of the directors of the company entrusted with substantial powers 
of management of the concern which ordinarily he would not exercise 
as a director A managing director is usually in wholetime employ- 
ment of the company Articles make provision for the appointment 
of a managing director The appointment of a person as managing 
director for the first time must be done with the approval of the 
Central Government The term of office of a managing director is 5 
years A managing director can manage at the same time two compa- 
nies at the most and no more Remuneration payable to a managing 
director may be in the form of monthly salary or a percentage of 
net profits or partly monthly payment and partly percentage of net 
proms 

Manager ^ 

The term manager, is defined as “an individual not being the 
managing agent, who, subject to the superintendence, control and 
direction of the Board of Directors has the management of the whole 
or substantially the whole of the aflair^ of the company and includes 
a director or any other person occupying the position of manager by 
whatever mme called and whether under a contract of service or 
not.” No firm or body corporate can be appointed as the manager 
of a company Like the managing director, the manager can also 
manage the affairs of two companies at the most at a time and 
not more Like the managing director, the manager also can draw 
monthly remuneration or a percentage of net profits not exceeding 
5 per cent or partly one and partly the other The term of office is 
also restricted to 5 years 
Legal Adviser 

The company being a legal entity by itself, requires legal advice 
at every stage of its formation and also during its lifetime It there- 
fore is imperative for it to utilize the services of a legal adviser during 
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the course of Jts working Even m the primary formative stage like 
the preparation of memorandum, articles and prospectus, etc , the 
promoters can hardly afford to neglect the necessary legal assistance 
They, therefore, employ the services of solicitors, pleaders or barristers 
whose names arc also mentioned m the prospectus But their appoint 
ment is to be confirmed by the company after its incorporation 
During the course of its working, the company requires legal advice 
in various matters like the issue of shares and debentures, increase or 
decrease of capital, undertaking the schemes of reconstruction and 
amalgamation, etc It may be remembered that the duty of the legal 
adviser is only of an advisory nature The advice is not binding on 
the company which may accept it or reject it, as it may like 

Auditor 

An auditor is the person who is an expert in accounting and is 
qualified to check the accounts of companies and report on their 
correctness The audit of a company s accounts b> a professional 
expert is one of the privileges exercisable by the shareholders of a 
company It is through such audit that the shareholders can ensure 
that the accounts of the company trulj and faithfully represent the 
financial results of the working of the companj The first auditor 
IS appointed by the Board of Directors within one month of the 
registration of a company, and subsequently at its each annua! general 
meeting If the Board fads to appoint the first auditor, the companv 
m general meeting may appoint the first auditor If no auditor is 
appointed or re appointed at the annual general meeting, the Centr^ 
Government fills the vacancy The auditor must be a Chartered 
Accountant 

The foremost duty of an auditor is to make a report to the 
members of the company on the accounts examined bv him and on 
every Balance Sheet and Profit and Loss Account and on every other 
document annexed thereto which are laid before the company m 
general meeting He must check the cash in hand and the balance at 
the bank on the date on which the Balance Sheet is prepared He 
must see that the securities of the company exist in fact and arc in 
proper custody He should discharge his duties with reasonable care 
and skill or else he shall be held liable to the company for any loss or 
damage If he fails to submit a report on the annual accounts, he 
IS fined Rs 1,000 and may also be sued for breach of duty 
Secretary 

Secretary means any individual, firm or body corporate 
appointed to perform the duties which may be performed by the 
secretary under the Companies Act His duties are purely of tnuus 
tenal and administrative character, they are not managerial , h® 
not entrusted wuh the direction control or management of the 
of the company He is simply an officer of the company servine 
subject to the direction and control of the Board of Directors He i* 
responsible for the clerical works of the company Being the princi 
pal officer of the company, his duties comprise all matters relating to 
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the conduct of the company’s business As a servant of the compan), 
he has to carry out such duties as arc assigned to him by the Board 
and visualized by the Companies Act He is responsible for the 
correctness of the statements and documents filed with the Registrar 
He must maintain registers, malce returns, fix the seal of the 
company on documents He must arrange for holding of meetings of 
the Board and of shareholders, prepare and issue agenda, write 
minutes and execute ?11 deasions made and resolutions passed 
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Corporate Ownership Securities 


The concept of cotporate o%\nership 

The corporation has introduced a neu concept of propertv to 
the field of pntate enterpnse Pnor lo the coming into ctistenee of 
the companj form of organization, owners of business had direct 
control oser the use and disposition of the propert\ which thes 
owned When tbe> used it to obtain profits or enhance its s'alue, 
the profits or increased s'alue accrued to the owners If costs exceeded 
the profits or added salue, owners absorbed the losses To coser 
those losses, eierjthing that the owners possessed personal as well 
as business possessions, could be seized The owners' nghls to 
profits and their liabihi\ for losses were enforceable bs law 

Under the corporate form, the property erQplo\ed m the enter* 
pnse is owned b> the corporation and not b> the persons who 
proMde it Those who malkC propertv a\ailable to the coiporation 
own the corporation But it is the corporation, a separafelegal person, 
that has the title to the corporate propertv Owners receive onlv 
a piece of paper represeniing their individual shares in the equitv of 
the corporation itself This indirect ownership of propertv js the 
natural result of giving the corporation a separate personaljtv and 
represents an abrogation of traditional nchts of ownership 

Of greater significance has been the separation of control from 
ownership The owTier in a corporation surrenders the right to 
manage his property , instead, he authorizes directors and throueh 
them, officers, to control its use Owners, m exchange for the 
right to manaee their own property, have obtained fre^om from 
uiiiniied habihtv Their personal assets will not be seized to cover 
the debts of the corporation which they own Such is the new 
concept of ownership under the corporate system 

The management in the case of a corporation has to be 
separated from ownership for several reasons Firstly, the number 
of members of a company, who arc ibe owners of the concern, is 
very large * The idea that fifiv thousand investors can express an 
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intelligent opinion about the conduct of corporate affairs in a chang- 
ing business world charactenzed by a rapidly fluctuating price 
structure is an absurdity except for the rarest instances of emergency 
action”* Secondly, the members of a company are scattered over a 
very wide area as many companies have international membership 
Thirdly, the shares of a company are freely transferable and every 
transfer of shares involves a change in the membership of the company 
and consequently its policy of management Lastly, the complexities 
of modern business require separation of management from ownership 
since only experts are expected to manage the affairs of a large and 
complex business and shareholders are not expected to possess such 
knowledge As a result, the very life of the company is almost 
totally dependent upon the delegation of power to management 
Instruments of ownership 

Here it is proposed to describe the instruments which evidence 
company ownership “The proprietorship interest of the corporation 
IS owned by the shareholders collectivelly, and their respective 
equities in the fund are called stock or shares “The capital stock 
of the corporation IS sometimes defined as the aggregate ownership 
interest of the corporation This interest is divided into shares or 
units The stock certificate evidences the number of shares owned 
by a given stockholder ’* The owner of a share is, in a sense, an 
entrepreneur , but ownership of slock is not ownership of the assets 
of the corporation , rather, ownership of stock is ownership of a 
contract with the corporation which, in turn, owns the assets Legally, 
a share is a contract, embodying rights and duties, between a legal 
entity, the corporation, and an owner of the share, the shareholder 
When a share is purchased, the purchaser agrees to make full pay- 
ment for It In return the company gives the purchaser a bundle of 
rights, rights that are subject to limitations set forth in the share 
certificate, in the articles and the memorandum of associdlion The 
right to manage may be partially restricted or completely abrogated, 
and the right to share in the earnings is subject to the discretion of 
the directors who declare them Moreover the shareliolder may 
not share in the assets which he contributes until the corporation 
pays its creditors, surrenders its charter and goes out of business 

Types of capital instruments 

The property of the corporation arises from three sources 
Firstly, the contributions of those who promoted the corporation 
There is an understanding that these original contributions need 

1 W H Husband and J C DoeVeray, Afoc/ern Corporation Finance, 1957, 

* L F Burtchelt and C M Hicks Corporahoa Finance, \94S,p 87 The various 
lerms used in connection with the capital slock of a corporation are largely 
the resulrof convention In Ensland the lenns 'shares' and ‘shareholders' 
are popular , in United Stales, •stock' and ‘stockholders' are common 
India has adopted ihe English usage, but a distinction is made between the 
share and the stock ^ 

3 H G OuthmannandH E VougiW, Corporate Financial Policy, 1962, p 134 
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De\erbep2id back. long as the corporation has us* for then . 
ihcN represent a fund of capital sMih ^hich the corporation carries 
on ns business Second! \ the capital is obtained on the express 
understanding that the monck equisaleni imII be paid back at some 
future time— dass or a hundred scars It is borremed capita] 
for ■which the corporation is spcnficalls liable b\ contract There is 
a third kind of capital which comes into existence through the busi- 
ness actnitics of the enterprise le corporation's oiA-n profits The 
right of profits accrues to the shareholders, the onginal contributors 
of capital Thus the pTopen\ of the corporation is ow-ned b\ 
the ongmal contributors or subsequent creditors AccordingJv 
capital instruments are of two ivpes, representing (i) paninpaiion 
coDiracis or propnetorship securities, and (ii> debt coniracis or credi 
torship securities according as the corporate funds are obtained b} 
the sale of ownership secunties or b\ selling debt secuniies In both 
the cases the corporation appeals lo sasers for the use of their funds, 
Financialh . therefore, there is no much difference between ownership 
(equity) and debt contracts. Both the owner and the lender suppl> 
the corporation w^th funds, both seek to obtain income from their 
imestmenls and both expect their pnnapal to be relumed to them. 
However, there are certain elements of djsiinrtion in the two type of 
contracts 

A paruapauon controa 6ot% not entitle the owTierto a full 
return of his invested funds if the business is bquidated After all 
prior claims against the business arc discharged, it entitles the contri- 
butor 10 his proportion whether or not this is considerably less than 
he actually invested Secondlv, the contnbutor upon such a contract 
is in no position to force a colJeciionof a spfnnc payment for the 
useofhis investment If an\ profits arc disbursed he mav have a 
contractual nght to share m such disbursement, but this ngit is 
predicated upon the existence cfprofits as •well as on a decision of 
the directors to make a disbursement of such profits. If neither of 
these conditions exists, bis capital jnav be utilized by the business 
for an indefinite period without a direct return lo the investor. 
Thirdlv. an imestor in a participation contract is understood to have 
the p^v^leEe of engaging yointlv m the management of the enterprise 
A ^areholder has the nghr losoie in accordance with his share 
interest in the business 

Debt contraas — Contran lo the nght of a participation 
contract, in a debt contract a rclum of the sum ongmally invested is 
implied and mav be enforced ■when due bv a legal action against all 
of the assets in the business, mdudmg even the personal property of 
ihe enterprise Secondly , such a contracl carries a nght to have a 
spenfic payment annually or penodically for the use cf the tspilal 
contributed to the business. This payment does not depend upon 
the existence of profits or ibe discretion of the manager Thirdly, 
the investor in a debt contract will not be understood lo have anv 
right to participate in the business decisions of the enterpnse 

The leader is satisfied with a lower return because his contracl 
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gives him certain priorities, while the owner expects a greater return 
because he assumes the risks attendant upon a position junior to that 
of the lender Interest must be paid before dividends are paid on 
equity capital The loan is often secured by a mortgage, m any case 
the lender has a claim upon the assets of the corporation precedent 
to that of any stockholder 

Thus, these variances in the capital instruments of a business 
create many legal relationships m its capital structure These instru- 
ments therefore must be recognized as devices to be printed, shaped, 
and changed to meet the particular conditions of a business and an 
investment market 

Ownership security is also termed as equity security, equity 
capital, or capital slock Tins is used to express the sum at values 
received m the form of either money, property or services in exchange 
for the shares of a corporation This sum represents both the 
original and subsequent contributions of the shareholders The 
capital or capital stock of a corporation may consist of one class of 
shares or several, each with varying rights and liabilities Broadly, 
these rights lead to the division of shares into two categories 

(1) Equity shares, and 

(2) Preference shares 

Section 85 (3) of the Indian Companies Act, 1956, permits the 
issue of only two types of shares, viz , (i) equity shares and (iij pre- 
ference shares Prior to the passing of the Act of 1956, the equity 
shares were termed as ordinary shares (and there was a third category 
known as ‘deferred shares', popularly known as founders or manage- 
ment shares) The British terminology is similar to that m India, i e , 
ordinary shares and preference shares 

In U S A , slightly dilfcrent terms are popular For the word 
•share’, the common term in U S A is ‘stock’, for ‘shareholder’ it is 
‘stockholder’ The chief classes of securities are (i) the common 
stock, and (ii) the preferred stock The terms ordinary share, equity 
share and common stock represent identical meaning and have been 
so used in this book Similarly, the terms preference share and 
preferred slock have also been used to indicate a single class of 
shares, the former representing Indian and British terminology and 
the latter the American practice 

Common stock or ordinary shares 

The best known, as well as the oldest, corporate instruments 
are the common stock or ordinary shares The Indian Companies 
As-s, J-Vis Jias Tfxmaed Jhian as ‘oguity shares’ No special privileges 
ordinarily accrue to the holder of common stock He enjoys the 
fundamental rights of shareholders The contract of ordinary stock 
IS one existing between the holder of the security and the corporation 
which has issued it The agreement includes those provisions which 
the general law implies in the absence of any other agreement The 
shareholder is held to have given his consent to these terms by his 
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act of purchasing the share The fundamental rights of the share- 
holder include the following 

(!) To sell and transfer the share 

(2) To ha\e an evidence of ownership of the share 

(3) To inspect the books of the company 

(4) To protect the corporation from wrongful acts of either 
majority or minority shareholders groups 

(5) To restrain ultra Mres acts of the corporation 

(6) To participate in the management of the company, and to 
have a voice in determining the policy of corporation on 
questions which affect the corporation as a whole 

(7J To participate m the earnings of the company 

(8) To subscribe to new stock issues 

(9) To share in the proceeds in the event of dissolution 

Unless the contract between the corporation and the share- 
holder provides to the contrary, all shares are common or ordinary 
The financial position of the common stockholder is that of residual 
claimant , hts equity acts as a shock-absorber’ against shrinkage 
in assets of the corporation Unless otherwise provided, the voting 
power IS vested exclusively in the common stock 

Transfer of shares— One of the prime elements in the corpora- 
tion as a form of business organization is the transferability of the 
ownership interests without directly affecting the enterprise Under 
section 82 of the Indian Companies Act the shares or other interest 
of any member m a company are movable properly transferable in 
the manner provided by the articles of the company 

Exidence o/ounerj/ii/)— Every shareholder is entitled to recog 
mtion by the corporation of his ownership of the share This 
evidence of ownership is usually given in the form of a share certi- 
ficate which may summarize the terms of the contract between the 
corporation and the share owner 

Inspection of the books — A shareholder has the right to inspect 
the books of the company pertaining to the share records and 
general financial status 

Protection of the corporation — In cases of oppression and mis- 
management of the company, any shareholder has the right to apply 
to the Court for relief He can thereby safeguard the interests of the 
public, the corporation and his own The shareholders collectively 
have the right to appoint directors or to remove them 

Ultra Mres acts — The shareholders have the fundamental 
right to prevent the use of iheir corporate property for purposes for 
which It was not intended Every corporate charter states the pur- 
poses for which the stockholders contributed their money and to 
carry on this business only was the intent of the original stockholders 
and their successors, clearly expressed as the purpose for which 
they pooled their funds To use the property for other purposes is 
ultra \ires Chief Justice Andrews of the Connecticut Supreme Court 
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observes “It seems to be ihc settled law of America and England, 
that any act, or proposed act, of a corporation or of the directors, 
or of a majority of the stockholders, which not within the express 
or implied power of the charter of incorporation— m other words 
any ii/frfl urer act— IS a breach of the contract between the corpora- 
tion and each of the stockholders , and that consequently any one 
or more of the stockholders may object thereto and compel the 
corporation to observe the terms of the contract set forth in the 
charter Directors are, therefore alwiys careful to obtain their 
stockholders’ approval for any changes m the character of the busi- 
ness for fear of third parties impeaching the legality of their action 
Nevertheless, ultra \ires proceedings are an cfTeclivc threat to pre- 
vent directors from using corporate property for ulterior ends 

Panicipaiion in management — Ultimate authority to manage the 
affairs of the company lies m the hands of the shareholders The 
directors cannot proceed to sell or mortgage the entire assets of the 
concern without the consent of the shareholders The matter of 
voting power is confidential to the management of the corporation 
Generally speaking, this privilege of voting may be exercised at the 
annual meeting of the corporation upon two questions (i) the mem* 
bership of the Board of Directors and (n) the amendment of the bye- 
laws The shareholder has a fundamcnt.il and implicit right to elect 
the directors and also the right to surrender or restrict this right 
In other words, he directs the corporate affairs through lus represen- 
tatives unless he consents to surrender this right 

Receipt of earnings- Among early corporations, the sh ire- 
holders control over dividend disbursement was quite usual Such a 
reservation of power now is very unusual it runs counter to the 
generally accepted theory of the powers and responsibilities of direc- 
tors Except in those unusual cases when a shareholder invests m 
corporate stock with a view to an increased value at a time of future 
sale, the shareholder regards his investment in the capital stock of a 
profit-seeking corporation as a source of income and he expects 
the profits of the corporation to be disbursed as dividends. Yet he 
has no right to receive these profits unless they are declared as divi- 
dends by the directors whose judgement in the m itter is fin il 

Siihsciipiion to iie\i j/;orM— Under the common law two 
important principles were laid down with respect to the old share- 
holders and new issues of shares (i) existing shareholders must be 
given an opportunity to retain their proportionate control in the 
affairs of the corpowlion and (n) the guides of the existing share- 
holders in the surpluses of the corporation may not be impaired 
Both rufes are viol'.aieif if new shares are issued ro the pufti'ic befisre 
the existing shareholders hqve been offered the right to subscribe to 
them Suppose A held one-tenth of the shares of the corporation, 
which had 10 000 shares outstanding and should the corporation 
sell to others an additional 10000 shares, A’s control would be 
reduced by onc-liaif Likewise, A's proportionate equity in any 
surplus which the corporation might nave, would be reduced To 
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a\oJd thts Section 81 of Indian Companies Act protidcs whereitis 
proposed to increase the subscribed capital of the compan> b> allot 
ment of further shares then such further shares shall be offered to 
the persons s\ho at the date of the offer are holders of the equin 
shares of the companj in proportion as nearh as circumstances 
admit to the capital paid up on those shares at that date 

Share in proceeds in dissolution Corporations lease the world 
as thc> enter it— possessed of nothinc, Thes must distribute their 
assets to their shareholders after paj ing all debts Each shareholder 
IS entitled in ordinars stock to share tn proportion to the number 
of shares held bj him out of the residual assets after all debts and 
other stock priorities base been discharged. 

In the e>e of the law the benefits that the shareholder mas 
dense from his ownership of shares and the responsibilities which 
this ownership msolses are represented b\ a contract Some of the 
richts which the shareholder cojoss b\ reason of this contract are 
dearlj and explicitl) stated tn the articles of association or in the 
byelaws of the corporation other rights rest on certain prosjMons 
of the statute under which the corporation is chartered ic the 
Indian Companies Act Still other nchts rest on the implications 
of stock ownership as interpreted b> a long senes of court decisions 
Rouchij speakinc these \anous rights mas be grouped under three 
mam cateeones (i) those concerning the shareholder s nehts to 
manage the affairs of the corporation (ti) those concerning his rights 
to reccise disbursements from the corporation and (ui) those nehts 
to approse or estop an% changes in the major proMSions embodi»d 
m the original contract between the corporation and its shareholders 
These nghis and prnileees ma> be summarued as below 

1 Rights to managetnent 

(a) To elect directors (and to elect other officers) 

(b) To inspect certain books and to demand financial 
statements 

2 Rigl IS to the corporate property 

(a) To receisc diiidends 

(b) To receisc a proportionate share of the corpoiale 
propcri) when the corporation is woundup or its 
property sold or exchanced- 

3 Rtgl ts to change the original contract 

(a) To pass on changes in the purposes for which the 
corporation was organized. 

(b) To pass on changes m the charter 

(c) To pass on changes m the bje laws 

(d) To subsenb- on equal terms to all subsequent issues 
of shares 

Ad\*antages of financing with equity shares or common stock 

Unlike other secunl es which are ot lized pnmanh as a m-ans 
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of raising capital, equity share or common stock has special and 
additional significance because of its rights of residual ownership 
of the corporation Preferred stock, no doubt, creates a form of 
ownership , but it is limited and not final or residual It is usually 
the nucleus of control and carries with it the familiar range of 
benefits ard responsibilities which arc ordinarily associated with 
ownership It is the first security to be issued by a corporation and 
the last to be retired in the event of liquidation The extremes of 
success or failure arc the lot of common stoc\ In the event of 
unusual profits it may be the beneficiary of extra or increased divi- 
dends , and in the case of failure it may suffer heavy loss 

In many ways, common stock constitutes an ideal source of 
funds for the corporation The important reasons for this are 

(1) Absence of fixed payments—ln contrast to bonds or 
debentures — which require a recurring, fixed payment of interest, 
and repayment of principal either in instalments or by lump-sum 
maturity, irrespective of the fmanaal status of a company— common 
stock makes it possible for management to exercise its discretion 
For example, if business is depressed and the earnings of a corpo- 
ration are lowered materially sound financial policy may require 
declaration of dividends Default of interest on debentures or bonds 
would precipitate failure, but the omission of dividends has no such 
serious consequences As a result, shares provide a cushion of 
safety against temporary unfavourable developmenis 

(2) Improtid credit standing— ^xtenswe use of common 
stock to raise capital also improves the credit position of the corpo* 
ration Automatically, the enlargement of the residual equity 
increases the base of credit operation Unfortunately, weaker com 
panics may not be able to sell common stock when they are in need 
of funds and may be compelled to resort to borrowing of some type 
Financial policy is often shaped by pressing expediency which permits 
little choice 

(3) More economic /i/iu/icing— Sometimes it is cheaper to 
finance with common stock than with debentures or bonds Such a 
condition is normally the exception, but the opportunity may appear 
in periods of extreme boom or when there is public fear of inflation 

(4) A cushion of safety — The common stock provides a 
cushion of safety against seasonal unfavourable developments, since 
the dividends are payable only out of the available profits of the 
company and the payment also is subject to the discretion of the 
directors 

(5) No charge on assets — As against debentures or bonds, 
there is no charge against the assets of the company in the case of 
cDirrmon s'cvnni- TiVrs sfUoI' tf stsnis&fr fyr favi’i'rcr 

of security for borrowing 

Disadvanlages 

These advantages of common stock financing are so noteworthy 
as to suggest its exclusive use as a source of funds However, there 
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are manv reasons Vih\ common stocV. ma\ not be used as the sole 
medium to raise capital In the first place equitv shares are not 
al\\a>s acceptable There is a large element in the investing group 
which vvill not bu\ equitj shares either becau«c of choice or b«ause 
of legal restncijons Also equitv shares ma> be acceptable to local 
interests and investors but ina> not he saleable m other sections 
where the management is not known under the circumstances, the 
debenture or bond possessing the proper legal protective provisions 
IS desirable In the second place debentures usuallv sell at lower 
rates than share issues over a lone period of time In the third 
place the issue of shares has a direct bearing upon control This 
fs an mtancible but an important determinant m the selection of 
new securities Founhl) the sale of more eouitv shares increases the 
base over which any future appreciation in value or increase in earn- 
ings must pe spread Fifthlv, equity share has not much attraction 
to mslitulional investors who arc interested in regular income rather 
than occasional abnormal profits Finally, excessive issue of com- 
mon stock may result in over-capiialization of business 

Par valae stock and no-par stock 

\alue concept — Although the term ‘value* has broad evendav 
use It has a wide range of meaning. Investors have a tendency to 
think that they may be purchasing shares for less than they are 
really worth and professional dealers on securities use the same 
idea for Mies appeal Conversely, the feeling may exist that shares 
are selling for more than their worth In either case, this is the 
concept of <1 fccJic or in/riflsic volwe The underlying thought of a 
static or moving norm has interesting and provocative facets , but 
at the same time, it is not subject to exact measurement To express 
in concrete terms, there arc three concepts of value— par value, book 
value, and market value 

Per rahe — Par value of a security is the value printed on the 
face of the certificate It is the unit value or denominational 
value It IS an amount that IS stated in the charter of the companv 
for which a minimum figure is set All of the shares of a given 
class have the same par value Us significance lies in the rule that 
shares must not be issued for less than par, or else shareholders will 
be personallv liable to creditors for any definency in the event of 
insolvency 

The par value is distinguished from exchange value The 
former is static, while the latter is dynamic Business is dynamic in 
character, and values are changing constantly in response to gains 
and losses accruing to the business enterpnse Large and incrcasinc 
profits tend to increase the value of common stock , and, similarh, 
operating losses and other shnnkage of values produce an unfavour- 
able effect Since par value is a'^constant figure, it must neccssanlv 
fail to register or reflect changing conditions 

In American corporations, there are m use three types of par 
value for the share capital (i) a high par \a1ue representing the 
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money value of the shareholder's contribution to the corporation’s 
capital It has a historical significance almost invariably issued up to 
1912 The par was ordinarily SlOO, but $50 was not uncommon 
These were especially popular with banks and insurance companies, 
railroads, public utilities and older industrial corporations (ii)> No 
par value for shares having no reference at all to shareholder’s contri 
bution, and indicating only his proportionate share m the profits and 
losses of the corporate enterprise and in the responsibilities of its 
management This type of share was preferred by corporations 
organized after 1919 , but again after 1930. the par value assumed 
greater significance (m) Z,otv par la/we for shares of SI to S5, with 
the money equivalent arbitrarily made low, primarily to economize 
on taxes or to show on the balance sheet a larger surplus account 
Like no-par stock, it has little reference to the actual capital of the 
corporation 

Book value The book value of a share or security is its worth 
as shown by the accounting records of the company It is the net 
worth as reported in the balance sheet When only one class of 
shares is outstanding, the book value is the sum of the capital stock 
and surplus accounts, and per-share book value is this total divided 
by the number of outstanding shares It seldom agrees with the 
market value, which reflects current investor opinion of the worth of 
the stock 


Market value The market value of securities often differs 
considerably from book value, primarily because it reflects a varying 

evaluation of prospective earnings and dividends which the business 

IS expected to produce as a going concern The most outstanding 
characteristic of a market is its realistic adjustment of prices m 
response to changing conditions , the market may not accept the 
value of the corporation as expressed in its books The market value 
of shares of a successful corporation is often in excess of the book 
figure Books of account ordinarily fail to record either possible or 
actual appreciation of values, and the market is dealing constantly 
in terms of the future outlook It follovre therefore that the unsuc- 
cessful corporation will ordinarily have a book value in excess of its 
market worth , and a similar relationship is not unusual for companies 
with a heavy fixed-plant investment The reason is that the earnings 
lack the vigour to give buoyancy to the market , and it is likely that 
there is some discounting of the non-fluid condition of the assets 


In brief, the concepts of value may be stated as follows 

(1) Par value is a nominal figure and does not reflect the 
amount that a shareholder may actually realize, either in the event 
of sale or m the case of liquidation of the company 

(2) Book value registers the effects of transactions on a cost 
basis, but It cannot be accepted as a yardstick of true worth 

(3) Market value is the most reliable yardstick of the amount 
that a shareholder may realize upon his investment, but distinction 
should be made between short- and long term fluctuations in price. 
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Par ‘I’aloe shares 

The par \-al jc of ‘.hare rcprestnis a «un5 v.hich the corporation 
has fixed as the ‘Staled \-3luc of that stock !i jv printed on the face 
of the stock crrtjficale Par laluedelenruEr; the 3e^J Jiabibi' of the 
shareholder to the corporation. If a subscriber pais less than par 
xalue, directors nia% at an\ lime require additional pavrtents until the 
full par \alue has been paid in. 

The par saluf of each share IS Eecessanh reguired to be paid 
into the corporation m either tangible or intangible proprni 
Conscquenth the capital stock evidenced bv the total numlw of 
shares multiplied bv the par value, represents a fund of propenv 
■which the corporation could claim as us cwm. and upon which jt 
could so/ifit credit from outsiders 

The total par value of share outstanding represents the stated 
capital of the corporation, h cannot lawfollv lx impaired bv the 
pavmcnt of dividends The legal proicciion thus afforded b\ the stated 
capital of a corporation can ^ credited with the development of the 
so-called ‘trust fund docinne* Creditors were willing to lend 
monev to a corporation because there was a fund which would be 
prolened and which the> identified as secunu for their loans, 

Mien par values are pnnted on stock certificates, it is common 
10 express the dividend as a ‘rate per annum* on the par value 
Another characienstic which is ascribed to par value is ns fixnv In 
contrast to the continuallv chanpnc market and book values, the par 
value of stock cannot be changedT Under the iheon that taxes 
should be levied in proportion to the benefits received from the state, 
par values mav, assuming a benefit propcnional lo the capitalization 
of the corporation, sen e as a basis of computing the lax- Thus par 
values arc said to provide a measure of braefit represented bv the 
corporation's right to do business If a share subscriber fails to 
complete the pavment for a share of par value, the presence cf the 
par value provides an accurate basis for foiTeiiure on unpaid subs- 
criptions The net worth of the corporation normallv consists of 
two divisions, an amount rrprrsrniinE proceeds from sale of stock 
and another sum r^reseniing earrungs of the business no! vet paid 
out in dividends Par value senes as a direct and facile method cf 
distinguishing these two funds m the net worth 
■Par vaktxelacks significance 

The par value lacks significance for the follow mg reasons * 

(i) Shares tno\ be issued for prppmv cr cr^nrarj rahjcs — Par 
value mav lack significance even at theiijne of js«:ue of shares because 
shares tnav be issued forproperlv as ■aril a? cash or even service. 
Propenv so acquired mav aetz^v be wonh more or less than the 
amounts shown on the books at the lime of its receipt 

(n) Far lo/ue mar represml c'^Ijr a pan vf the sharth-'ldtr's Mc! 
pa\meni — Corporations, e^veaallv banks and some other financial 
concerns, mav sell their shares for more than the par ficure In the 
case of banks, the resulting initial surplus can absorb earlv operating 



Corporate Ownership Securities 35 


losses that would otherwise mean an impairment of the legal capital 
and under the strict banking law might require an embarrassing 
assessment at a time when such a step might be fatal to prestige 

(ill) Retained earnings may add to or losses may reduce the 
original \alue of the stock — Even if par value had represented the 
exact original investment of the shareholders, it would ordinarily 
cease to be a measure of current investment very soon because of 
earnings left in the business to add to the original investment There 
fore the rate of dividend when stated as per cent of par value is no 
measure of business success Shareholders may have much more 
than par invested either as a result of paid in or earned surplus so 
that a dividend rate of 10 per cent on par might be a very low rate 
upon actual investment as measured by the book value per share 

(iv) The market value of the business as an inxestment must 
always be the most important lest of talue rather than the nominal par 
figure — Many businesses with par value fully contributed in cash at 
the outset develop so little earning power that the subsequent market 
value never reacts the original par On the other hand, when the 
business is able to earn from 20 to 30 per cent upon par, it is appa- 
rent that the market value will almost certainly exceed the par value 
even if that par value exactly represents the amount of actuil cash 
investment m tangible property 

Par value, therefore, is not to be regarded as a measure of the 
shareholders investment because (a) the book value of assets that 
supports the par value initially may not equal the commercial or 
market value of those assets . (b) even when book value of the assets 
is a good measure of asset value, the total book value of the share 
rather than par value is the significant figure and (c) shareholders 
typically are more interested in the market value of their shares than 
in the book value 

Other objections to par value shares may also be noted Par 
value IS arbitrary artificial and static To accept par value as a 
measure of true value raises problems which it may be impossible to 
solve If, for example, two corporations were seeking to effect a 
merger or consolidation through the convenient device of an ex- 
change of stock, they would find it difficult and probably impossible 
to match their shares on a par for par basis Additional equity 
financing is practically impossible when a company’s stock is selling 
below par value Par stock tends to lull the investor into a false 
sense of certainty A fixed value engraved upon the share certificate 
leads those who are unfamiliar with book values and earning power 
values, to say nothing of security market fluctuations, to accept par 
values as real or intrinsic value Actually, the value of a shareholder’s 
hsrdJy Jts paysxir.oS .loto the cor/ioration’s 

treasury The value of ones share of a business, obtained by an 
initnl contribution, is subject to immediate change as the result of 
the action of the management Par value shares are sold at either 
discount or a premium and this necessitates the use of an accounting 
artificiality Premiums shoufd be added and discounts charged to 
the surplus account on the books of the corporation 
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No-par stock 

The impetus for stock without par \alue originated in U S A 
from those who thought it desirable to remove par price tag from 
common stock and to emphasise its essential nature as a varying 
residual share in the ownership equity Then the unskilful would 
not be misled b> drawing a parallel with the par value of a bond, 
which IS the actual amount to be paid at maturity No-p^r was 
found as the only logical and reliable means of avoiding the liability 
attaching to par value This type of slock first became available with 
the enactment of a New York Statute in 1912 and today it is per 
mitted in every state of United Slates 

No par shares assumed importance during the decade 1920-30 
In 1922 only 2°o of the corporations were making use of no-par 
shares in America , in 1925, this number went up to 6‘’o In 1928, all 
issues on the New York Stock Exchange, exclusive of railroad issues, 
showed that 43°o were the no par units and by 1930 the use of no 
par shares had extended to 85% of the issues in companies with 
assets of 10 million dollars or more The no-par stock receded m 
importance after 1930 In 1956, out of 1,071 common stocks, listed 
on the New York Stock Exchange, only 239 (22''^) were no-par shares , 
the number of par value shares was 647 (60%) and 186 were miscella- 
neous types of Shares 

In India, capital of a company initially is issued in the form of 
shares having a definite denominational or par value , but when the 
shares are fully paid up, the company can convert its shares into 
stock having no par v'alue Section 95 of the Indian Companies Act 
empowers the company for such conversion or reconversion It may 
be noted that m Amenca the term ‘stock’ is popular, while in India 
and Britain the term ‘share’ is m common use In India the tenn 
‘share’ as defined under the Companies Act includes ‘stock’, and this 
resembles to a certain extent with the no par stock of Amenca Of 
course, m India no par units <i e , stock) arc of limited use , they arc 
not so popular as the no-par stock is in U S A- 

In Amenca, there arc two classes of securities which are called 
no par stock (i) stated vo/uc no par stock, and (n) true no par stock 
In the first class no par stock is issued with a ‘stated value' on i(, 
that IS with a mimmum issue price, the stock being more or less a 
contradiction in terms Tfie issuing corporation writes its value on 
the stock certificate It may be termed as the face \afue no par slock 
Such no par stock may be sold for any price (equal to or above (he 
‘stated value ), the excess over the ‘stated value is not neccssanh 
apart of stated capital and may be used in payment of dividends 
It IS properly a premium and corresponds to 'paid in’ surplus or 
premium^ on par value securities 


1 Id India a company can issue shares at a premium which is treated as a part 
of the paid up capital of the company , fox all practical purposes it is termed 
asanew class of capital avdesnnot be <J«tnbuicd by wav of dividends Ji 
can however, be used for writing off capital losses 
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With the second class, which may be called true no-par stock, 
there is no designation of value in any form Usually all proceeds 
derived from the sale of such true no par shares become a part of 
stated capital In those states in U S A , where the statutes are not 
specific, the presumption is that unless a specific provision was made 
at the time the stock was subscribed for, the whole of the subscription 
contract price would become stated capital and therefore would not 
be available for dividends All states at present allowing no par 
stocks permit stocks both of no-par value and of par \alue to be 
issued by the same corporation This is known as mixed par 
\alues 

As the popularity of no-par shares increased m America during 
the twenties, considerable controversy arose as to the propriety of 
no-par feature with reformers taking the position that it should be 
made illegal The comparative advantages anij disadvantages of 
no par and par stock may be discussed from various standpoints 
Sometimes certain characteristics may be an advantage from one 
standpoint and disadvantage from another We may take up four 
important points of view Those of (i) the corporation, (ii) the 
shareheider, (in) the creditors, and (iv) tbepubhc 

The point of view of the corporaiion 

(i) Avoidance of contingent liability— No-par stock may be 
sold at any price and Che liability does not extend beyond the 
initial figure It is adaptable to the prevailing market Having no 
stated value, it may be sold on the market for what it will bring, in 
accordance with the investor's estimation of its worth Succeeding 
issues may be sold at varying prices, prices determined by market 
conditions or the financial record of the corporation 

(ii) A\otdance of nominal lalue — The use of no par avoids 
any possible friction of value resulting from the use of par Investors 
frequently err in accepting par as a norm or yardstick of the worth 
of shares Actually, investment value is completely unrelated to the 
par figure, which is purely nominal in character The value 
originally paid for no par stock, whatever it may be, is conclusive 
It removes the temptation and necessity for resorting to legal 
artifice 

(in) Increased marketability of share issues — No par stock 
permits flexibility in the setting of price and gives relief from the 
more static requirements existing under laws requiring par stock 
There IS complete freedom for fixing a price that harmonizes with 
conditions prevailing in the market, rather than b^ing limited by an 
arbitrary and rigid par established by a statute of many years’ stand- 
ing If there is great demand for stock selling m the §60 bracket, 
such stock may be issued, or if stocks at a lower figure are more 
popular, then the price may be set to attract this demand 

(iv) Accounting for capital slock — The no par feature also 
permits greater flexibility m the treatment of the capital account 
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The net worth may be presented m the aggregate or may be appor- 
tioned between stock and surplus to reflect managerial policy 
Similarly, there is greater ttise in adjusting the capital structure to 
recognize marked changes in the \alue of the assets The laws of 
no par stock require a minimum stated \alue in most cases, but 
these minimum requirements are nominal in character and do rot 
represent any important restriction on accounting policj 

(v) Ease of monagement— No-par slock issues are more easily 
managed than par value securities !n the reorganization of a 
corporation old shareholders may ordinanlv be handled more easily 
if no-par rather than par value securities have been issued The 
same is true m mergers and consolidation W'herc the existence of par 
values may prove a stumbling block to the final consummation of 
the oroposed combination 

(vi) Solution of financial difficulties No-par stock is a solution 
of certain financial difficulties The legal rule prohibiting the sale 
of par value shares at less than par often prevents a corporation 
from obtaining additional capital at a time when it is most needed 
In the absence of no par stock, embarrassed corporations frequently 
avoid placing liability for uncollected subscriptions upon stock pur- 
chasers by means of the exchange of stock for some property The 
property owner then returns, by way of gift, the extra stock to the 
company , the returned stock is treasury' s/oefc and may be sold for 
any price to provide working capital or additional fixed capital, or 
used as a bonus to effect the sale of preferred stock The no-par 
stock presents an easy solution to avoid these difficulties 

(vii) Less objection of shareholders When a corporation 
begins business, it is immaterial what price is received for the shares , 
but once it has begun operations, made profits, or suffered losses, it 
IS obvious that the price at which additional shares are sold may 
materially affect the interests of existing shareholders If a bonus 
IS given by the corporation, the no par stock may be issued for a 
very low price i c , for a small consideration 

(viii) Encouragement to iniesligate true \alue No par stock 
encourages investors to investigate the true value of such shares 
before they purchase Tb^ need not be misled by the inscription 
of a fictitious value on their certificates Creditors also pay attention 
to the actual v alue of the cae^eatc assets cathec thaa tte ooraioal 
value of the outstanding shares 

(ix) Easy finance Financing through no-par issues permits 
corporations to carry out new equity financing with greater facihtv 
When a company needs capital, il may offer its shares, undeterred by 
an artificial par price , it can price them at the current market to get 
a ready sale Creditors also benefit from the ability of a company 
to market its equity issues without undue restriction 
Disadv antages 

(i) Limited market A great many purchasers of shares do 
not know how to determine the worth (book value or any other) of 
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a share and consequently are likely to show credence m the par 
value printed on a certificate Such purchasers may hesitate to 
accept no par stock , hence the corporation finds the market area of 
no-par stock somewhat limited 

(w) Legal disci minatton Some of the states in U S A discri 
minate against corporations having no par slock, either through tax 
laws or by actual prohibition of power to do business Thus the 
area of operation of a corporation is considerably limited 

(ill) Difficulty of merger or conso/idation In the event of a 
merger or consolidation no-par stock of the new company is ex- 
changed for the stock, of whatever kind, of the old companies All the 
stated capital us well as the surpluses of old companies will automa- 
tically become stated capital m the new company Such freezing of 
the surplus of the individual companies in the stated capital of the 
consolidated company is a difficult problem, since it considerably 
alters the position of shareholders m the old and new companies 

(iv) Effect on credit Few par slocks carry any assessable liabi- 
lity, but credit is usually granted on a going basis instead of expec- 
tancy of liquidation The reduction of the liability of the shareholders 
IS said to weaken the credit rating of the corporation because of the 
more limited protection to creditors 

(v) Aid to unscrupulous promotion No par Stock aids the 
unscrupulous promoter in selling securities because of the lessened 
liability as well as in facilitating the transfer of stock for his services 
and other intangible items 

(vi) Manipulation of accounts The absence of a standard of 
value (par) makes if easy to trinsfer no par stock for promoters’ 
services, on account of the flexibility in evaluating the capital account 
After operations are started, the surplus account may also be adjus- 
ted to conceal unfavourable conditions or to meet particular aims of 
management 

The point of view of the shareholder 

The essential distinction between the interests of the shareholder 
and those of the corporation is the difference between the interests 
of the individual and the interests of the group The benefits accruing 
to individual shareholders from no par stock are 

(i) Limited liability The shareholder’s liability is limited to 
his subscription agreement as long as the amount exceeds the legal 
minimum and is a fair market value It is reasonable having been 
fixed by the Board of Directors, or by a vote of the shareholders, or 
expressed in the articles of association 

(ii) Ease of msestmertl by small shareholder By the use of no- 
par stock, the corporation finds it easier to issue and sell additional 
stock to obtain new funds Under the circumstances, the share- 
holder with limited funds IS less likely to suffer through the imposi- 
tion of asse'sments at the hands of those having more financial 
backing and voting power 
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(til) Diligent enqwrj The absence of a par value on a share 
causes a prospective shareholder lo make more diligent inquirj 
regarding the price of the share be proposes to purchase 

(n) Dnidend rale easy to understand The indisidual share- 
holder can easil> understand the dividend rate on no-par slock than 
on par value securities No-par stock alvva>s gives the number of 
dollars paid per share per annum whereas the statement that a 
^50 par value stock is a lO'* stock when it is selling for SSO is likel) 
to lead the unwarv to believe that 10'' „ refers to the market pnee 
rather than to the par value 

The shareholder ma> find no-par stock undesirable to him for 
the following reasons 

(a) There ma) be over-valuation of purchased pTopsnies 
patents, etc. or services of promoters when fullv paid and non- 
assessable' no-par stock is exchanged for these assets or services, 
for when this is done the shareholder who bujs for cash frequenlh 
pass much more than other shareholders (b) It is easv lo cell 
greater amounts of no*par stock as compared with par value stock 
Tbc position of shareholder, therefore, undergoes a radical change 
as compared to the circumstances under which he purchased the 
securities This change relates both to the extent of trading and 
the possibility of risk (c) If several issues of no-par stock are 
sold with equal rights, or if portions of the same issue are sold at 
different prices, any individual shareholder may find that he had 
paid quite a different amount for shares of the same kind, (d) The 
market price of no-par share is less stable as compared to par value 
share, because no-par stock is generally used for speculative types 
of business and because their dividend record is thought to be less 
stable 

The poioC of view of creditors 

The creditors of the corporation are interested in the no-par 
stock for two important reasons Firstly, it has an influence upon 
equity propnetorship, and secondly, shareholder's liabilitv is relied 
upon as a reservoir from which the creditors satisfy their claims 
No-par stock easily qualifies as a favourable tv pe of '^tock, since the 
corporation mav dispose of such stock more easilv and obtain large 
•vwvto’ sspifSa} ,WH 5d\Av*»v5vr!f Ar sisfod capyto’ Tibnie rs 

tive for over valuation of assets to balance the books of the companv 
or for the offsetting v ice. inflation of organization expense to balance 
the books rather than showing a deficit at once The absence of 
par value encourages greater and more intensive investigation in 
regard to the standing of the corporation before an extension of 
credit is made 

The creditors of a no-par stock corporation find ihemselv'cs at 
a disadvantage for the following reasons (a) There is a general 
tendency to reduce the stated capital of the concern to the minimum 
possible (b) There is considerable decrease in the liabdilv of 
shareholders The major characlenstic of no-par stock corporations 
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has become, not limited liabjlity, but no liability (c) As the cor- 
porate balance sheet merges stated capital and surplus into a single 
Item, the creditor is at a loss to discover the actual amount of stated 
capital and thus increases credit charges on account of this uncer- 
tainty 

The public point of view 

No-par stock encourages speculative business enterprise and 
such enterprise is essentia! to progress in so far as it represents 
technological advances Secondly, there is a potential educative 
value in no-par stock The removal of the pretended par value of 
corporate shares is one step m the direction of interpreting the 
economic significance of corporations to all classes of society 

Preference shares 

The term ‘capital stock implies that every share is identical 
in Its economic and legal status with every other share But there 
has been a steady tendency, extending back for many years, to 
create several classes of shares one or more of which should olTer 
in outward appearance, at least, greater investment security than 
mere stock This tendency has arisen from the fundamental diver 
gence in point of view between the corporation, as the seller of 
securities which purport to have an investment standing and the 
investor, as the buyer of them ‘ While corporation and investor 
meet on the common ground of being joint heirs in the success or the 
failure of the corporate enterprise, they are at opposite points of the 
compass in the division of the spoils Because of this divergence in 
fundamental points of view there has arisen a large variety of types of 
securities which represent an endeavour to effect a compromise 
between the parsimony of the corporation and the avarice of the 
investor There arc securities in which the investor relinquishes 
something of his rights as an unrestricted participant in the corpo- 
rate profits and acquires a prior right to a limited but seemingly 
assured part in these profits , or there are securities in which he 
foregoes something of the security of a mortgage bond and obtains, 
in consideration of his forbearance, a higher promised income return 
They are compromise securities 

The term ‘preferred or ‘preference as used in conjunction 
with stock or shares, means that the particular share or stock stands 
in a distinctive and favoured position with respect to some of the usual 
rights of shareholders There arc ten of these more important rights 
subdivided into two sections (I) those rights wherein the preference 
‘M'iw.’LS'A'j s/.wiis. uxtJwtsajWftTAUi.vi’j. a.«. bAldfit oC 
ordinary share, and (2) those rights in one or more of which the 
preference shareholder occupies a distinctive position as compared 
to the holder of common stock or ordinary share 


AtlhoT Stone Diwing, The Financial Policy of Corporations, vol I 1941. p 133 
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{a) Rjchts U5i!al]\ not differeniiated in preference shares 

1 To tranter the Mock 

2 To hav e e\ idence of owoershTp 

3 To inspect the books of the con5pan% 

4 To protect the corporation from viron 2 fu}actsof«ib'*r 
a majonti or a minontv 

5 To restrain ufrra nres acts of ih* corporation. 

(6i Richis in which preferred shares stand in a different. 

usualh a hmilcd relation to the compani as compared to 

common shares 

1 To share in the proceeds in the escni of dissolution 

2. To participate in the earnings 

3 To participate in the manasemeni of th“ companv 

4 To subscribe lo new stock issues 

5 To control future secunn issuej mjunoys to OTiS3nz\ 
stock position 

Preference shares usua'lv possess a nebi of pnontv oser ordi 
nar\ shares as to diudends and as to pnncipaj in ihecsentof 
liquidation Standine in a middle area betwees bonds and common 
stocC preferred stocks ma> ha\e a crtat santtv of adomina features, 
A share carnes certain basic nchts unless thn are removed or 
qualified bs the terms of the contraa It is important therefore 
that the qualified nahis of a particular issue be clearlv stated. Some 
of these nfihts are «« forth on the share ctniScaie while others 
maj be looked for in the Memorandum, the Artjcles or other cMd^ncc 
of corporate intent as to th* preferential status of a particular issue 

(1) Prererence as to dn idends 

The most common and most important right granted to 
preference shares is the nghi to rec^vc dividend before the ordman 
shareholders A preference share prnno/ocre on! v gives right to a 
preferential dividend and not fo a preferential pavineni of the amouni 
of the share out of the capital in the case of winding up Other 
nsbts have to be acquired b> means of a specific provision in the 
articles. Accordinc lo such a provision as to ihcir preferential 
ngits the preference shares mav b^of several ivp-s (a) cumulative 
(b) non-cumulative (c) pamapaljne (dj non participatinc. 

^on•n.mu/o^lle or smiple prtference shares — Th®‘sc shares usuallv 
cam a preferential nchl oidv lo a fixed dividend pavable ojt of ih* 
profits of each jear before the other shareholders receive anvlhine. If 
there are no profits or inadequate profits in a particular vear ava3 
able for distnbution the holders of these shares have to go without 
dividend or receive onl> a partial pavioeDi th*v have no claim upon 
the profits of subsequent vears for dividends unpaid in former vcars. 
In the event of windina up oflbc companv thc> are in the absence 
of anv express provision entitled to share equallj with other share 
holders 
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Cumulative preference Cumulative preference shares 

are those on which the fixed dividend accumulates until it is all paid, 
the arrears of any one year being carried forward ds a charge upon 
the subsequent year’s profits There is, however, no obligation on the 
part of the company to pay until there are sufficient profits available 
for distribution Preference shareholders are not entitled to any 
arrears of dividend in liquidation if such dividends have not been 
declared, unless the articles provide otherwise Preference shares 
are always cumulative as to dividend but not preferential as to 
capital, unless the contrary is provided for in the articles, or the 
terms of issue of those shares 

Partlciputmg preference shares — These are a class of preference 
shares, the holders of which are not duly entitled to a fixed rate of 
dividend m preference to other classes of shares but, in addition, are 
entitled to share, with the ordinary shareholders, the balance of 
profits m some proportion after the rights of the ordinary share- 
holders have been reasonably met The holders of 6°o participating 
preference shares, for instance, may be entitled to share equally with 
the holders of ordinary shares in the profits remaining after the 
payment of l0®o dividend on ordinary shares or they may be entitled 
to an additional one per cent dividend for every additional 2^0 over 
a specified rate on ordinary shares Thus, in the case of these shares 
they have two kinds of dividcnd—one fixed and the other changing, 
governed by the magnitude of excess profits If the articles are 
silent, all preference shares are deemed to be non-participating 

Non-participattng—lf no participating rights are given to 
preference shares, they are entitled to the fixed rate of dividend m 
preference to other class of shares and no claim exists in the surplus 
profits which all go to the ordinary shareholders 

(2) Asset preferences 

To give the preference shares of a company preference to assets 
as well as to dividends gives added safety to the investor and at the 
same time makes it possible for the company to raise more capital 
Without selling debentures or additional ordinary shares Of course, 
all preference shares do not carry preference as to assets, but by far 
the majority do Unless otherwise stated in the contract, these 
shareholders participate equally in assets with ordinary shareholders 
upon the dissolution of the company Sometimes, however, preference 
shareholders are given this preferential right While the provision 
IS important, experienced investors do not regard it as definitive , it 
becomes significant only upon dissolution, and investors do not buy 
shares m anticipation of dissolution Such protection, through 
added sacrifice of the ordinary shareholders, is theoretically designed 
to eliminate the temptation to wind up the affairs of the company 
through sale of its assets by those in control of the company’s 
affairs 

(3) Management participation 

Those who manage the affairs of a company, exercise control 
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through \oting pouer All shareholders ha\e the right to ^otc 
Preference shares being a mixture of \anous nghls and pmileges 
obtained b> the reservation of aulhont\, have a wide variation in 
respect of voting power ^ Nevertheless the majority of preference 
shares carry the neht to vote in the event of failure to meetpre«:nbed 
standards of operation One circumstance which gjves cause for 
voting IS the omission of dividends A large number of American 
issues provide for the assumption of the nght to vote as soon as two 
consecutive dividends are passed while others maj require as mans 
as four In India the preference shareholders assume voting right 
as soon as the dividend falls in arrears for an agsregate period of 
two jearsor for two conseemne vears as the shares are cumulative or 
non-cumulative respeaivelv Because of a minontv position votinc 
power mav prove to be of Jiiile value unless it provides for the nght 
to elect a ^ecified proportion of the directors 

Preference shareholders in India have a naht to vole on Iho'e 
resolutions which directlv affect their own nghis» viz., anv resolution 
for winding up the companj or for the rcpavmeni or reduction of 
his share capital Cumulative preference shareholders are allowed to 
vote on all resolutions if at an> time the dividend is in arrears for an 
aggregate period of two vears and non«cumulatJve preference 
shareholders if the dividend is in arrears for two consecutive vears or 
for an aggregate of three vears composed in sn preceding vears. 
The voting nchts of preference shareholders cannot be disproportion- 
ate , ifaev are m proportion to the paid up value of preference capital 
to equity capital of the companv 

(4) Protection against dilation 

The creation of anv prior or equal claim against the earnings 
or the assets of the compan> will operate to reduce the equitj values 
of the preference shares T^e degree to which such dilution occurs 
IS proportional to the number of ‘shares issued with al least an equal 
claim against earnincs or against assets In the event of the creation 
of prior claims, the dilution is proportionate to the ratio between 
(a) such prior daims.and (b) the excess protection bj w:a) of earnings 
on assets previousK available to the preference shares and the 
degree of the prior claim. If the element of pnontj in preference 
laAve; ^ibnr else IsKThicrcf stscis s^ses OJmW avwd 
should be expected to demanda voice in the matter Some companiev 
in Amcnca provide protection against dilution b> stipalaime that 
the creation of anv claim agaii^ cammgs or assets equal to or 
supenor to the preference shares shall require the consent of the 
preference shareholders in whoJeorin part Thus the same protection 
IS given to the preference shareholders as is often extended to bond 
holders If voting power is ^ven to the preference shareholders. 

• An American studj? of 250 mdusiml preferred slott usues b*ivie«J 

1946 revealed ibat 10 issues coniained pennanmi voiiog rijbis aod 220 fcau 
lemporarv voting rifhvs (W B Tavlor Financtal Policies of Busirets Ee’er 
pnse, I9S6, p 147 
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then mere consent of the directors may suffice for the issue of addi 
tional piefeience shares A typical example of the protection enioyed 
by preference shareholders is found m an American company which 
requires the consent of two-thirds of both ordinary and preferred 
stock before any mortgage or fien may be placed upon the property of 
thecompany or upon a subsidiary Another company s preferred stock 
must have two-thirds consent to issue additional preferred stock other 
than in exchange for convertible bonds 

It may be noted that the chief weakness of preference shares as 
investment securities lies in the ease with which an unscrupulous or 
improvident management may place bonds, notes and bank debts 
ahead of an alreadv existing issue of preference shares sold originally 
on the assumption that there were no prior liens (The preference 
shareholders in a company are usually investors whose concern in 
the management IS indirect ) For this reason they are emilled to 
some measure of protection against the ill results of business policy 
for which they are only theorclically responsible The vitally 
important protection is that which safeguards them against the 
dissipation of the property of the business 

(5) Retirement of preference shares 

Restriction upon the issue of additional preference shares in the 
interests of greater safety of the preference and ordinary shareholders 
IS a negative or preventive measure U seeks to prevent abuse of the 
preference privileges by circumvention There may be occasions 
when It will be desirable to reduce the number of preference shares 
outstanding over a period of time instead of merely preventing 
additional issues Many preference contracts carry a clause which 
stipulates that the company shall itself purchase and retire a certain 
number of preference shares Reduction of the preference shares 
may be compulsory under the terms the contract or it may be made 
voluntary The genera! propositions governing reduction m the 
amount of borrowed capital by sinking fund, etc , are applicable 
Required reduction of preference shires may be brought about 
through one of the three processes (a) direct redemption, 
(b) redemption through sinking fund operations, (c) conversion 

Reden}piion'~\\\ America redemption is accomplished by the 
purchase of shares and cancellation of shares so purchased Cancel- 
lation actually retires and reduces the amount shown to be out- 
standing in the books of the company This is the protection against 
declining marketability of preference shares The majority of prefer- 
ence shares in America are callable at the option of the company 
Not only does optional redeemability permit a more flexible financing 
programme, but it provides an opportunity to use periods of easy 
credit and low money rates to escape from onerous terms Preference 
shares have a relatively high dividend rate and other attractive 
features which may at times prove to be undesirable to the manage- 
ment The redemption privilege offers a convenient means for the 
removal of these restrictions Since the exercise of the option is at 
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ihc di<icrction of ihe compam. it rQa> com* at a ijnc that is dfui- 
mcntal to the imr'^ors vho hold <hare<;. a result the redemption 
pnce u«.uall> includes a premium and the ‘•hares are callable at 
a figure abo%e par. or abo\e the onginal issue price in the case of 
no-par shares. ConsequemK a ‘^’nVing fund ma} be rct^mred to 
mahe redemption both more certain and more svstematic 

The Indian law pTo\idcs for such option to be exerased by a 
companv bt issumc redeemable preference shares or irredeemable 
ones In case the shares arc redeemed out of profits of the cornpanv 
a ‘Capital Redemption Resent Account is created for the purpose 
which senes as a sitiLinc fund 

Redeemable pre/errrcf shares — A comp3T!^ if aulhonzed bi its 
anides issues redeemable prefermet shares. These are redeemable 
on such terms and in such manner as mas be presided at the time of 
issue of these shares. The> on be redeemed within a ‘pemfied pmod 
either out cf dnisible profits of the compans or out of the proceeds 
of a fresh issue onh when tbev are fulb paid up 

Irredeemable pTeferr^'re shares — Shares which are not redeem- 
able are termed as tiredeemabJe ones. 

Camerswf } — Comertibilm affords an opponumt) for the reure- 
ment of preference shares through their com ertjon into ordinao shares 
at the option of the shareholder Jn redemption option is ererased bj 
the compam . in coiersion it is appbed b> ih* shareholder. The use 
of the rnsilege is naturaUi iDMUns •»hm *d3ajt pnas nse and she 
share loses its appeal under adiTr«c pnce mossments. If the ordmao 
shares of a compam become of unusual lalue. the shareholder Ias^ 
exerase his option b> evchanpnp his preference shares for ordinaij 
shares in accordance wnh the prmouslx determined basis of exchange. 
Sometimes conv ersion pnsilece is for the purpose of simplif\mg the 
financial sirucrurc The sitihinent of corn'ersion feature also rikkes 
the shares more marketable and bnngs a higher pnce as welL The 
shares -vnih the pmilege of conxersion are termed as com ertible 
ones. 

Co’iyemble or non-comerjible preferente shares — Converlable 
preference shares are those the holders of which are pxen the nchi 
of conxersion imo ordinarx shares within a specified period or up to 
a speafied date The pirference shares without such ntht of cenxer- 
siQti ate tetmed as not3.-c*3mmxWt ones. 

Adx-antages of preference shares 

Although preference s’-ares entail to the companx a hicier cost 
than debentures and often impo'c xanous restraints on the frecd'’’n 
of future financing, xei the foBowineadxanlages induce the compam 
to raise capital through prefemes shares 

A Tubsrirure fur debcrnires — Financial position of a compam 
max preclude the issue of high-grade debmlurcs but max be 
satisfacion for the sale of prrferencc shares. The earnings of a 
cor'panx max not be sufjicirmlx stable lo meet the fixed charges on 
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debentures, but the average return may justify the use of preference 
shares 

Easy reorganization — Preference shares are convenient medium 
of satisfying junior debenture-holders’ demands m reorganizing 
companies that have failed 

Proieciion of control -Preference shares are not only a conve 
nient alternative for the raising of capital, but may also be favoured 
for reasons of control They usually have limited voting rights but 
seldom have authority to vote on operating policies By using pre 
ference shares controlling interests ma)^contl^ue their positions with- 
out further investment 

hnestor's preference — Preference shares have a special appeal 
to those individual and institutional investors who want to go for a 
regular income Institutional investors such as insurance companies, 
trust companies and public corporations, are attracted to preference 
issues because higher yields can be obtained than upon debt securities 
and the risks of investment are apparently less than for ordinary 
shares Also individuals have evidenced a tendency to favour the 
imagined respectability of preference shares, in contrast to ordinary 
shares, and the higher yields, in contrast to debentures 

They are an intermediary security between ordinary shares and 
debentures There are on the one hand investors of speculative 
nature preferring high yield ordinary shares and on the other the 
conservative ones preferring debentures Midway between the two 
are cautious type of investors who like to invest in preference shares 
Their chance of gam is limited , their chance of loss is unlimited 

Increased rate of return— Pteftxenw shares carry a fixed rate 
of return ard do not participate in increased earnings of the company 
They may therefore be issued in order to increase the rate of return 
on ordinary shares 

A tool of markeiabflity—\^h\\t marketing the ordinary shares 
and debentures, the preference shares may be issued as bonus shares, 
using them thereby as a tool to enhance the marketability of other 
securities 

Important medium of finance- Preference shares may be said to 
represent compromises ^tween the corporation and the investor 
The security is a hybrid, because it combines the characteristics of 
both debt and equity securities As long as it appeals to both the 
issuer and the investor, it will remain an important medium of corpo 
rate hmneing Further, corporations sometimes may find it injudi- 
cious to mortgage their assets to raise additional capital by issue of 
debentures or the assets might have already been mortgaged , pre- 
ference shares might provide a convenient and economical melhod of 
raising capital under such conditions 

Other securities 

In addition to ordinary and preference shares, there are other 
ownership securities also, viz , (1) classified stock, (2) deferred. 
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founder«.\ or managemtnl nharc'i (3) pnor Iitn «lock. (4) blanl 
Clock, (5) guaranteed ctock, (6) debenture Mock and (7) cpecial 
stock- 

Classifed irork — Folloinnc the World War I. anetti\peof 
preference Mock kno'\n a«, clacs A common stock ■was introduced 
in America Several histoncal developments accounted for the 
jniroducijon of this npe of Slock Dunne the 1920 s man\ inves- 
tors were anxious to share m the prospentv of that period but vvi'^hed 
to obtain stocks that carried dividend preference over ordican 
common stock Bankers were willing lo offer such slock Manace- 
meni was clad to I'sue it because ii gave the bolder no special lien 
on assets, no voice in companv control the stock was non voting. 
Most of them have been no-par stocks The dividend rate has been 
higher than for most preferreds Usuallv ihev are panicipaling. 
Where corporations issue this class of slock the ordinan common 
stock IS known as class B common stock 

Deferred shares — Founders shares, sometimes called promo- 
ters* or management shares and popularlv known in India as deferred 
shares were issued in pavmcnt for promotional services Thev used 
to be issued under the Indian Companies Act of 1913. but the Act 
of 1956 has abolished them No companv can issue deferred shares 
now Tbev were also issued to underwriters in consideration of 
commission due to them from the companv. These shares hav c the 
right to claim dividend after the preference (fixed rate) and ordinarv 
shares (reasonable rate) are paid- When the companv was verv 
prosperous, thev cot huge dividends but when the companv earned 
less thev got small profits At dissolution. ihe> were treatw tquallv 
with ordinarv shape^\Thev.*^owever. enjoved greater voting rights 
lo control managmont of the poropam 

Pnor-hen S]ocJ‘~\l is a fprm of preferred secuntv achieving 
a position ofpnont} b\ permission of the holders of other preferred 
Slock which mav be outstanding. Ji is issued under financial 
duress. Iq cenain circumstanctsvexisimE secuntv holders mav find 
It expedient to make such a^samfice WTirn new finannng is diffi- 
cult duisiandjng sr^unu issues arc in jsopardv. the sacnfice of 
pnorijvof claim because bf improved prospeclsmav be sound policv- 

^!onk aiocA-t-Blank stock was issued in Amenca in 1929 for 
the first tip^e und^r -conditions of depression- The articles of assoaa- 
tion need not'^senbe such Mock . directors are left free lo ofler it 
in senes, the terms of which mav differ with each senes. The 
directors are also auihonred to stipulate the preferences- nciis and 
liabilities of such slock This secuntj provides the corporation with 
flenbilitv in us financing since the directors are vuiuallv given a 
blank cheque on the assets and eaimncs of the compan>. 

Guaranteed sioek~li is created in Amenca whenever a cor- 
poration other than the issuing corporation guarantees the pavmmt 

of the dividends upon an issue of stock The guaranieeins corpora- 
tion must pav the dividend or face receivership as insolv'ert- The 
stock-holder is placed in the position of being a creditor of the 
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guaranteeing corporation while retaining all his rights in the issuing 
corporation The guarantee usually arises through the lease of 
corporate properly A holding company may guarantee the divi 
dends on the subsidiary’s common stock, instead of purchasing the 
securities of a subsidiary outnght The implication is that the 
dividends will be paid even though an impairment of capital would 
result 

Debenture stock — It is an English type of security and denotes 
an ordinary preferred stock and is more appropriately used to denote 
a bond issue where its nature can be ascertained only by reading the 
indenture 

Special slock — A special stock denotes uncommon chatactetis 
tics not fitting in any classification 
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The Tata !ron and Steel Company Limited 

A 'Vofr on Convtrtion of 4S,7S0 Deferred Sh^es of Rt. 
each into Ordinary Shares 

The Tanff Board in 19-A9. in reporting on iht ‘Jieri snducin, 
had recommended ihe aboliiion of ihc Deferred shares of the 
CompaD> Soon after the Compand nenotiated wib Gosemmtnl fox 
alcaa of Rs. 34crores tnmeei ibeort of replacemenlsaad expan- 
•«on of the compsny's. plant sibcn Goiemmeni pissed the companj 
for the con\cr«ioa of Deferred shares into Ordtnarj shares. la the 
absence of a fa\ Durable response from the shareholders, tie question 
•v^n-s referred for opituon to an independent person of fugh status. 
Mr Motilal C Setalvad. Atioroes-Gcneral for India, as Medisior, 
The Compan) agreed to meet the costs of lie nediartoa. A tedimcsl 
wpert was sppomted to adsise ibe Mediator on enpnsenM quesijcas 
relating to the producii'^xtr and laluaiion of lie plant and an 
Accountant to assist him la accouaimg tnatiers. The rro das-ses of 
shareholders al«o appointed ibeir own Acijoa Ccasultees and 
subnuTied elaborate statements and counter-statements w cupporl of 
their respecine rtew points and iocontro%en ibe smenenu cf she 
ether class. In both sets of ststeamis. she need for com ersion vis 
accepted and the cn3> question vhiA vis canvassed vis the actual 
Mluaiion of the Deferred <hares in terms of Ordmarj shareSu 

Sei eral meetings V ere held before the Mediator in vhich lie 
parties verc represented bv Counal, Solicitors and Atxouctanis and 
a full and fair hearing vas oven to the parties. On the IChh 
Ma%, 1953, Mr Selalvid gave his opinion m vhici he fixed the 
ratio of conversion at 6 Ordmarv shares for ! Defrircd share 

The ceneral effect cf ibe conversion sebsxne vis claimed as 
follovs 

(a) fMth the cancellaJicm of the Deferred shares, ihc <5>eaa3 
features relating to dividend and distribution cf «mplus captal (on a 
vinding up VIS to disappear 

(b) In tb«r place, lie Deferred «harciolders vould gel fw 
each 1 Deferred «hare held before conversion 6 Ordinaxv shar es vrli 
a consequent sixfold increase m ibnr voting power and a dividend 
equivalent to six times lie dnidend on Ordinan shares. 

(c) On vmding up liej vould be entitled to Rs. 75 per share 
in repavment of capital, as agamsl Rs. ?0 at that tune and to share 
in all sjrplus assets along viih cthst holders of Ordmaiv shares, 

(d) Ifibesdiemt of conversion vrre in force earlier, the 
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higher dividend as follows should have accrued to Deferred share- 
holders 

Excess 

Dividend to Dividend to Deferred shareholders dividend 
Year Ordinary Before conver- Resulting from available to 
shareholders sion per share conversion per Deferred 
6 Ordinary shares shareholders 



Rs 

Rs 

Rs 

Rs 

1947-48 

14 

64 15 0 

84 

19 1 0 

1948 49 

14 

64 15 0 

84 

19 10 

1949-50 

16 

79 5 0 

96 

16 11 0 

1950-51 

18 

9310 5 

108 

14 5 7 

1951-52 

21 

115 30 

126 

10 130 


(e) The Deferred shares were a great hurdle in capitalizing the 
Company’s reserves and the issue of bonus shares The conversion 
scheme, therefore, was taken up along with a scheme of bonus issue 
scheme It contemplated the distribution and allotment to holders 
of Ordinary shares, including Ordinary shares resulting from such 
conversion, of fully paid-up Ordinary shares m the ratio of 1 
additional share of each share held Thus, the Deferred share- 
holders got, after conversion, 12 Ordinary shares for every Deferred 
share held by them (6 on conversion and 6 additional fully paid 
shares) 

Scheme of Arrangement between the Company and Holders 
of Ordinary Shares and Holders of Deferred Shares in 
the Capital of the Company nnder Section 153 
of the Indian Companies Act 

1 The Capital of the Company to be increased from Rs 
10,52,12,500/' to Rs 1 7, 38.75,000^ by the creation of 9.15,500 new 
Ordinary shares of Rs 75/ each ranking as regards dividend, capital, 
voting rights and in all other respects pan parru with the existing 
3,50,000 Ordinary shares which have been issued and are fully paid 
up 

2 The holders of the 48,750 Deferred shares in the capital of 
the Company which have been issued and are fully paid up shall for 
and in lieu of each Deferred share held by them respectively, and in 
consideration of the extinguishment or modification (herein provided) 
of the existing rights and privileges attached thereto receive and 
become holders of SIX fully paid Ordinary shares in the Capital of 
the Company as follows 

(i) 5| Ordinary shares by capitalization of reserves and the 
distribution and allotment as fully paid up of Ordinary 
shares as provided by Clause 3 hereof , and 

( 11 ) a further t of an Ordinary share under the reorganization 
and consolidation of the two classes of shares, Ordinary 
and Defcrred, into one class of Ordinary shares as provid- 
ed by Clause 4 hereof 
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3 A sum of Rs 2,04,75,000 - being part of the sum sUindme 
to the credit of the General Reserve Fund shall be capitalized and 
utilized for the pa3'ment and issue as fulh paid up of 2 73 000 new 
Ordinar> shares of Rs 75 - each 1716 said 2 73 000 Ordinars shares, 
which shall rank for dividends voting rights and in all other respects 
pun pajju with the existing Ordmarv shares of the Companv shall 
be distributed amoncst and allotted as fullv paid up to the holders 
of the said 4S,750 Deferred shares lo the capital of the Cempanj m 
the proportion of 5| Ordmar> shares for each Deferred share held 
b> such holders respectivel> on the footing that thev bH:omc entitled 
thereto as capital 

4 The 6,23 OOO Ordinary shares (made up of 3,50,000 exislina 
Ordinary shares and 2,73 000 new Ordinarv shares) of Rs 75 - each 
and the said 48,750 Deferred shares of Rs 50 - each shall be roarga 
nized and consolidated into one class of 6,42,500 Ordinary shares 
of Rs 75 - each (on the basis of the said 48,750 Deferred shares 
being replaced by 19,500 Ordinary shares at the rate of 2 5th of an 
Ordinary share of Rs 75 - for each Deferred share of Rs 30 -) and 
such reorganization and consolidation be cfTccied b\ the extmeuish- 
ment or 'modification of the speaal nghts, privileges and conditions 
attached to the shares of the said two respective classes inter se (as 
set out in the hfetnorandum and Articles of Association of the 
Company) so that the <aid Ordinary shares and the said Deferred 
shares shall become and be regarded as forming one class of Ordinarv 
shares ranking pan part:/ as regards dividends, voting nghts and m 
all other respects 

5 A further sum of Rs 4,81,87,509 - being part of the sum 
standing to the credit of ihe General Rwne Fund shall be capitalized 
and utilized for the pavmenl and issue as fullv paid, of further 

6,42,500 new Ordinarv sharesofRs 75 - each The said 6 42,500 
new Ordinarv shares which shall rank for dividends, voting nghts 
and m all other respects pan passu with the 6,42 500 Ordinary shares 
of the Company resulting from the reorganization and consolidation 
referred to in Clause 4 hereof shall be distnbuted amongstand 
allotted as fully paid up to the holders of the said last mentioned 

6,42,500 Ordinary shares in the proportion of one new Ordinary 
share for each Ordinary share held by such holders respectively on 
the footing that they become entitled thereto as capital 

tf l‘a)' Dividends on the said 48,750 Deferred' shares sfiaif 
cease to be pavable as from the dale this Scheme 
becomes efTecinx in terms of Sec 1 53 (3) of the Indian 
Compames Act Notwithstanding that any such divi- 
dend shall relate to an accounts vear of the Companv 
terminating pnor to such dale 
(6) The 9,35,0(K) new Ordinary shares made up of the 

9,15,500 new Ordinary shares created and issued and 
allotted in terms of clauses 3 and 5 and the 19,500 
new Ordinary shares resulting from the replacement 
of the existing Deferred shares on the reorgamzation 
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and consolidation of capita) in terms of clause 4 shall 
be entitled to rank pan piwJK along with the existing 
3.50,000 Ordinary sliarcs for all dividends declared on 
or payable in respect of Ordinary shares after this 
Scheme becomes effective in terms of Sec 153 (3) of 
the Indian Companies Act as aforesaid notwithstand- 
ing that any such dividend shall relate to an accounts 
year of the Company terminating prior to such date 

7 For the purpose of giving effect to the provisions of clauses 
2, 3, 4 5 and 6 hereof the Directors may 

(<7) call in certificates of Deferred shares for cancellation and 
issue new certificates of Ordinary shares in exchange 
thereof and fix dates within winch such exchange may be 
effected , and 

(fi) settle any question or difficulty whatsoever which may 
arise (including any question or difficulty arising m 
connection with any deceased or insolvent shareholder or 
any shareholder suffering from any disability) 

8 The Company s Memorandum and Articles of Association 
shall be regarded as modified in accordance with this Scheme of 
Arrangement In particular the Articles of Association of the Com- 
pany shall be deemed to be altered in manner following 

0) For Article 4 substitute the following Article 

•4 The present Capital of the Company is Rs 
17.38,75.000/- divided into 50 000 six per cent Cumulative 
Preference Shares of Rs 150/- each, 7 00.000 seven and 
half per cent CumuUtise Second Preference Shares of 
Rs 100'- each and 12,85.000 Ordinary shares of Rs 75'- 
e.ich ' 

(ii) In Article 82 for the words ’‘Ordmary and/or Deferred 
Share” substitute the words '‘and Ordinary Shire 

(ill) For Article 140 substitute the following Article 

"Subject to the provisions of these Articles and the 
terms of the Scheme of Arrangement sanctioned by the 
Court for conversion of the former Deferred shares of the 
Company into Ordinary shares, the profits of the Company 
which It shall from time to time be determined to divide in 
respect of any year or other period shall be applied first m 
paying the fixed cumulative preferential dividend at the 
rate of six per cent per annum on the capital paid up on the 
Preference shares to the close of such year or other period 
and secondly, m paying the fixed cumulative preferential 
dividend at the rate ol seven-and-half per cent per annum 
on the capital paid up on the Second Preference shares to 
the close of such year or other period, and the balance of 
such profits shall be divisible among the holders of 
Ordinary shares in proportion to the amount of capital 



54 Efemenis of Corporation Finance 

paid up on the shares hcJd by them respectively to the 
close of such year or other period 

9 This Scheme of Arrangement is conditional on 

(o) the necessary resolutions (special or otherwise) for increase 
of capital and capitalization of reserves being duly passed , 

(6) the consent of the Government under the Capital Issues 
(Continuance of Control) Act, 1947, being gi\en to the 
issues of capital provided under this Scheme of Arrange- 
ment , and 

(c) the Scheme being agreed to by the requisite majorities of 
holders of Ordinary and Deferred shares respectively and 
sanctioned by the Court under Section 153 of the Indian 
Companies Act 

Accordingly m the event of ail or any of the above conditions 
(a), (b) and (c) not being fulfilled the Scheme shall become void 

10 The Company may (by its Directors) assent to any 
modification or condition which the Court may think fit to approve 
or impose 
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Corporate Creditorship Securities 


A corporation may raise capital in two ways (i) by taking the 
persons who furnish it into the enterprise as owners, and (u) by 
making them creditors Those who become owners arc known as 
the shareholders or stockholders and the capital they furnish is known 
as equity capital ' The money that creditors furnish is known as bor- 
rowed capital The former serves as the base, while the latter is only 
subsidiary because without the permanent investment of equity capital 
by the share or stockholder it would not be possible for a corpora- 
tion to borrow 

Dittinctlon between equity capital and borrowed capital 

Financially, there seems to be no difference between equity capital 
and borrowed capital Both the owner and the lender supply the 
corporation with funds , both seek to obtain income from their invest- 
ments and both expect their principal to be returned to them 
Legally, however, the distinction is clear Equity capital represents 
ownership capital, the proprietory interest Those who supply debt 
capital, on the other hand, arc lenders The contract between the 
lender and the borrower provides that the borrower will pay the 
lender a specified rate of interest during the life of the loan and repay 
the principal at a specified time 

The usual characteristics which distinguish equity capital 
(shares) from borrowed capital (debentures and bonds) are 

(1) Prior dam — The lender’s claim constitutes prior right 
which must be satisfied in full before anything can be paid to any 
shareholder 

(2) Interest a constant claim — The interest owed to the lender 
IS a constant claim which must be met regularly in order to avoid 
insolvency regardless of earnings or financial condition Dividends 
to shareholders are possible only when earnings warrant, and even 
then are paid only at the discretion of the Board of Directors Pay- 


1 Charles W Gerstenberg, Financial Organization and Management of Business 
1960 p 102 
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ment of interest upon debentures or bonds is therefore £pol.en of as 
ti. fixed charge, while the dividends paid upon shares are termed as 
contingent charges 

(3) Interest a fixed amount — The interest on debentures or 
bonds IS a claim for a fixed amount at a fixed rate, while paj'menls to 
shareholders ma} or ma> not be a constant sum 

(4) Date of maturity — Bonds and debentures have a definite 
matuntj date upon which the fixed pnncipal sum is repaid shares or 
stock have none 

(5) Right 10 a ioice in management — Debenture or bondholders 
ordinarily do not have voting rights and therefore have no voice m 
the management of the corporation , the shareholders have a voice in 
the management through their voting rights 

Reasons for issue of bonds or debestnres 

A question obviously coming to the mind of an ordinary ob- 
server IS v-hv should a corporation prefer borrowing to raising funds 
by issue of shares A simple answer to this question is that it 
borrows when debt financing appears to be a more economical method 
of obtaining needed capital There arc many other reasons as well 
TTie important ones are 

(1) Debt ma) be the on!) aratlable source of Mans 
small and medium sized businesses are so impermanent as to make 
permanent ownership investment nskv and impractical for outsiders 
Such concerns may, however, own assets which would make a long 
term credit praette^ Institutions like life insurance companies and 
savings banks with plentiful funds for investment, mav readily agree 
to lend when an ownership investment would be prohibitnelv nsky 
If a small business lacks permanent assets suitable as a basis for long- 
term credit, it will have to depend upon short term credit, which will 
be renewed as long as the business seems able to assure ultimate re- 
payment Similarly, when a government agency extends financial aid 
to a business unable to raise funds elsewhere, it takes a creditor s 
rather than an ownership position 

(2) lj3v>eT cost of /u/jrfj— Bonds or debentures represent less 
investment risk than shares In order to find buyers, a corporation 
may offer 4®o interest on debentures or bonds, whereas its shares 
would have to hold out the hope of eammgs of twice that amount 
In 1945, the usual earnings of different securities were bonds 2 ST'*,), 
preferred stock 3 70'’o and common stock 4 1% This indicates 
that an investor accepts readily a lower annual payment on lendings 
than on shares The tax advantage of borrowing makes the real cost 
of debt financine lower than Ibai of financing by sale of shares or 
retained earnings ^ 

1 There 15 the saving in corporate inrome ta* id debt finanenng Whenacorpo 
ration incurs debt it only needv to earn a rupee over and above operating 
expenses to be able to pay a rupee of interest charges If shares arc issued the 
corporation must earn enough to cover the amount payable to shareholders 
and the concomitant income taxes as well. 
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(3) Investors' preference — Only persons who can best afford to 
assume hazards and bear losses when they do occur should prefer 
investment in shares, while those of cautious nature and conservative 
temperament prefer to bay debentures or bonds Many major finan- 
cial institutions, such as commercial banks, savings banks, and life 
insurance companies, do not invest any substantial part of their funds 
in shares because their major obligations arc payable m a fixed 
number of rupees In USA, the actual experience between the 
years 1929-47 goes to show that out of a period of 19 years in as 
many as 18 years (one single exception being 1929) a larger part of 
corporate financing was m the form of bonds (i e , borrowed capital) 
rather than in shares , the proportion in some of the years was 


Year 

Percentage of total finance 


Stocks 

Bonds 

1932 

4 

96 

1934 

7 

93 

1935 

7 

93 

1938 

5 

95 

1941 

n 

89 

1942 

12 

88 

1943 

16 

84 

1944 

16 

84 

J945 

2» 

79 

1946 

32 

68 

1947 

24 

76 


(4) To avoid sharing the luimg priwfegc— When a corporation 
issues new voting shares, the shareholders must increase their holdings 
in the ratio that the new share bears to the outstanding share if they 
wish to Continue to wield the same proportion of voting strength 
Leading shareholders may find mcreas^ investment either undesir- 
able or inopportune and so many prefer financing with debentures or 
bonds or non-voting preference shares If may be noted that the 
smaller the corporation and the more concentrated the holdings, the 
greater will be the concern over voting power Thus, to maintain 
control and still obtain outside funds a company may borrow rather 
than sell more voting shares 

(5) Trading an the equity~To borrow at 5% and earn 8% is 
profitable financing for anyone This principle is known as ‘trading 
on the equity’ This means that the company gives the lender a 
claim against its equity, or net worth, m exchange for the use of 
'cheap capital’ The di^rence between what flic company payu for 
borrowed funds and what it cams by employing those funds belongs 
to the equity holders The shareholder can enhance their total returns 
by trading on the equity Tins use of the credit of the corporation is 
an important reason for borrowing though only concerns with great 
stability in earnings should attempt it as a permanent policy 
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(6) Broadened market for securities — The use of debentures 
and bonds m\ites into the market the funds of persons not interested 
m acquiring ownership risks or responsibilities Likewise a concern 
can approach buyers of an area in which it IS not well known with 
an offer of us bonds or debentures more readib than with its share 
agreements Thus funds base been drawn into the large scale 
enterprises of the eastern and central United States from the invest- 
ments of all areas of the countrv resulting in good national distribu- 
tion of funds 

There are man> other considerations in favour of debt capital 
Stable or nsing commoditv pnct levels engender business optimism 
and encourage borrowing. At such times the hazards of trading on 
tbe equitv are discounted and debts are checrfuJh assumed A 
corporation in need of funds attempts to obtain those funds from 
the cheapest possible source The use to which such funds are to be 
put determines the source For example, a corporation can borrow 
to finance the construction on the purchase of plant and equipment- 
LogicaJl) the loan would be secured b\ ihese assets and the 
duration of the loan would be related to the life of the assets Other 
speafic purposes for borrowing include the consolidation of a vanet> 
of existing debts and the finanang of mergers or consolidations 

Classification of debt seenrities 

The nomenclature of debt securities is different in different 
countries (0 In the United Kingdom and India ibe /erro Debenture 
IS common but (ii) tn the United States the popular term is Bond 
In tbe US, however, sometimes a distinction is made between a 
bond and a note The term ‘bond* refers to a long tern debt, 
particular]} one issued to the general public On the other hand, 
the term ‘note* refers to a debt of comparaliieh short matuntv 
having a limited number of holders Generallv, in a note, the terms 
and provisions of the debt are set forth in the document itself, in a 
bond, ihev are found in a separate instrument known as an 
‘indenture* But in recent > cars, there has been a tendenev to use 
the lenns ‘note’ and ‘bond’ iniercbsnseabh 

(i) Debentures 

The word ‘debenture* 15 denved from the Latin word debere 
nhich rneans ‘to on c People vbo crseii fa sapph prmrsitms fa tbe 
ro}'al household in anaent davs, were given vouchers which were 
paid after sometime on presentation Thu« a debenture is an 
acknowledgement of a debt, given under the seal of a companv and 
containing a contract for the repaj-ment of the pnnapal sum at a 
specified date and for the pavment of interest (usuallv half vcarlv) at 
a fixed rate per cent until tbe pnnapal sum is repaid and it ma' or 
mav not create a charge on the assets of the companv as secuniv for 
the loan 

The Indian Companies Act does not define the term ‘debenture* 

It simpl} states, “debenture includes debenture stock, bonds and an' 
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other securities of a company, whether constituting a charge on the 
assets of the company or not” [Sec 2(12)] The law includes 
debenture stock and debenture bonds in debentures, but the two 
terms are not identical They differ from each other, just as ‘share’ 
and ‘stock’ do The difference is in form and not in substance The 
debenture stock is borrowed money consolidated into one mass for 
the sake of convenience Fach lender, instead of having a separate 
mortgage, has a certificate which entitles him to a share in one large 
Joan. The issuing company mortgages property with the trustees 
through a trust deed for the benefit of the holders of debenture stock 
The certificates of debenture stock are not of any fixed amount They 
may be issued for any amount that is lent by an Individual, eg, for 
Rs. 1,500 or Rs 200 (even if the value of a debenture may be 
Rs 500) Debenture stock is transferable m any fractional parts 
unless the articles provide otherwise and is payable only at the time 
of winding up of the company 

On the other hand, a debenture bond denotes the description 
of an instrument and is transferable m its entirety and not in 
fractional parts It is payable at some specified time mcntipned in 
the instrument It is the most common form of taking long-term 
loans 


Glassification of debentures 


Debentures may be classified on ihe basis of (a) transferability, 
(b) security, and (c) redeemabihty 

(a) Transferability 

(i) Registered Debentures 

(ii) Bearer Debentures 

(b) Security 

(0 Simple, Naked or Unsecured 
(ii) Secured or Mortgaged 

(c) Redeemabihty 

(i) Redeemable 

(ii) Irredeemable 

Debentures 

I 


Registered 

I 


Secured 

1 


I 


I 


Redeemable Irredeemable 

r 

Redeemable 


Secured 

( 


Redeemable Irredeemable 


Irredeemable Redeemable Irredeemable 
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Registered as well as bearer debentures can both be secured and 
redeemable as also unsecured and irredeemable or even secured and 
irredeemable Thus, each debenture can have attributes of transfer- 
abilit>, secunt> and redeemabilitv 

Registered debentures—Thf^ arc registered (entered) in the 
books of the companv and arc pajablc to the registered holders who 
cannot negotiate their holdings except in the manner laid down in 
the law The interest is also pa>able to the registered holder through 
the interest warrant The interest coupons are however negotiable 
Bearer debentures — The debcnlurw which are not registered in 
the books of the company and pavable to the bearer thereof are called 
bearer debentures The interest due is paid to the holder irrespective 
of identity Coupons are frequently attached to such debentures for 
the payment of interest They are transferable by meredeliverv 
There is no necessity of executing a transfer deed and registration 
in the books of the company and no stamp dulv is pavable on such 
transfer They are negotiable instniments and a person who acquires 
them for value m good faith and in due course gets a good title 
notwithstanding an\ defect in the title of the previous parlv He 
becomes a holder m due course 

The holder of bearer debenture has the option to get his name 
registered in the books of the company on payment of a nominal 
fee He can get his registration cancelled whenever he liVes b\ 
putting an application therefor and on payment of cancellation fee 
After this the debenture gets its old status 

Simple, naked or unsecured debentures^On such debentures 
no security is given to the lender for the payment of interest and re 
pavment of capital Their holder ranks as ordinary creditor of the 
company in liquidation Such debentures are not ven. popular since 
nobody likes to put his capital to nsk 

Secured or mortgaged debentures — These debentures arc secured 
by a charge on the assets of the company In case of default, the 
creditor can make good his loss from the assets charged The charge 
may be a fixed (specific) or a floating charge 

Redeemable debentures — These are repayable after a stated 
penod of lime 

Irredeemable debentures — These are not repayable dunng the 
life lime of the company issuing them. Thev are also known as 
perpetual debentures ^Vhe^ the company goes into liquidation, thev 
become repayable They also become repavable in case of serious 
default on the part of the companv viz., non pavment of interest 

The trustees for debeniureholders — It is not possible for a 
companv to grant a charge on its assets to individual creditors who 
arc in thousands when the debenture arc issued to the public since 
the debeniureholders are scattered over long distances and as such 
cannot act as a single person It is impossible for the companv to 
give each one of them cusiodv of the title deeds of the moneaged 
propertv To overcome ibis difficulty, the trustees for debenture 
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holders are appointed The company acknowledges its indebtedness 
to the trustees and conveys to them legal and equitable interest in its 
fixed and floating assets by way of security for the loan and it gives 
them custody of the relevant title deeds Thus, the debentures are 
secured by means of a Trust Deed‘ conveying the company's property 
to the trustees to be held in trust for the common benefit of all deben- 
tureholders If an event happens upon which the security becomes 
enforceable, the trustees are empowered to take action on behalf of 
all the debentureholders The chief functions of the trustees are 

(1) To take charge of the documents of title investments, etc 
representing the security 

(2) To ensure the maintenance of security in a right manner, 
c g , by the investment of any redemption fund 

(3) To ascertain that conditions of issue of debentures are 
being complied with by the company 

(4) To take necessary action on behalf of debentureholders to 
safeguard their interests and to enforce the security by the appoint- 
ment of a receiver 

(5) To sell the security without going to a court of law and 
act promptly and effectively 

Advantages of debenture finance 

Debentures serve as an important source of company finance 
and their importance m total finance of companies is growing day by 
day The chief advantages are 

(1) It IS easier to raise sufficient funds by means of a debenture 
issue as it is possible to cap the resources of (he people of conservative 
nature who desire to get a fixed income without much risk The 
fixed interest on debentures must be paid every year by the company 
whether it earns any profit or not 

(2) The fear, that if too many ownership securities are issued 
the rate of return on them may fall down, is removed, since the return 
on debentures is fixed leaving the rest for being shared by the share- 
holders 

(3) The debenture issue reduces dependence of the company on 
uncertain sources of finance such as public deposits and commercial 
banks 

(4) The debentures arc a cheaper source of finance as the rate 
of interest on them is lower than that on short-term borrowings 

(5) When prosperity disappears and hard times come, the 
company may not find if easy to pay a reasonable return to share 
hoiders, hat ct mv,',' be sdrcsabic to keep AV espctsl stroctoc-e iow by 
issuing redeemable debentures The company can easily set apart 
every year a small part of its annual profit as a reserve for redemp- 
tion of debentures The sinking fund so created may be used for the 

* Important clauses of a Trust Deed are given rathe Appendix at the end of this 
chapter 
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redempljon of debentures ^^hen ihe time comes and b> reducing 
thereby the burden of interest graduall> 

(6) The company can raise finance by means of debentures 
without giving control m management of the company 

(7) There IS a certainty of finance fora specified period and 
the company can adjust its financial plan accordingly 

(8) The debentures have a great market response dunng the 
period of depression 

(9) A company might have laken several small loans at high 
rales of interest in the past These loans can be converted into a 
single issue at a lower rate of interest affecting a substantial saving 
thereby 

(10) The debentures are a desirable source of finance for 
monopoly enterprises like railwavs tramways and elcctncity supply 
companies whose market credit is good and where debentures are 
readily saleable in the market on account of their earning power 
Limitations of debenture finance 

The use of debentures is a desirable method of long-term 
finance as it ensures economy, but it has ns Jimnations also All 
companies cannot use debenture finance since a company must have 
sufficient tangible assets to offer as secunty before it can issue 
debentures It should also have regular earnings to pay debenture 
interest Other drawbacks of debentures arc 

(1) Debentures impose a great burden on the finances of the 
companv since interest must be paid whether there is profit or not 

(2) Being secured against Ihe assets of the companv, deben- 
tures affect Its credit in the market The result is that even banks 
which supply short-term finance to companies curtail their credit, 

(3) If the business of a company IS of speculative nature and 
its earnings arc fluctuating from year to year, it should ordinanlv 
issue no debentures, because constant interest payments weaken its 
financial position and become a danger to the very existence of the 
enterpnse 

(4) A company with a lowr proportion of fixed assets to total 
assets will not find itself in a favourable position to issue debentures 
as it has no sufficient security to offer to debentureholders 

It IS probably on account of these limitations that debentures 
in India are not very popular mode of corporate finance The 
reasons for their unpopulanty are 

(1) No free market — The market for debentures in India is 
limited The Indian investor gencrallv cares more for safety of his 
investments rather than the income and prefers land and hou^e 
property to industrial ventures Hence debentures with a fixed yield 
of interest and with no good prospects of capital appreciation do 
not attract him Institutional investors, such as banks, insurance 
companies and investment trusts, do not also like industrial deben- 
tures They prefer government secunties as a better investment. 
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(2) Heavy stamp duty — The heavy stamp duty on their 
transfers restricts, to a certain extent, the creation of a free market 
in them 

(3) High denomination — Debentures in India are of a very 
high denomination, usually of Rs SOO and Rs 1,000, and are thus 
beyond the means of the investor of moderate means 

(4) Altitude of banks — A company which issues debentures 
finds Its credit weakened m the eyes of the banks The banks think it 
as an indicator of weak financial position and look at it with disfavour 
The shares of a concern, which has issued debentures, cease to be 
acceptable as collateral security The reason for this attitude is 
obvious since debentures are a first charge on the assets of the com- 
pany and It IS supposed that the security for bank credit is necessarily 
less in the case of a company which have issued debentures 

(5) Terms not attraclue — There has been little variety in the 
types of debentures offered to the market and debentures with no 
special attractive terms do not find favour with the investor m India 
In other countries debentures are offered for sale in attractive and 
varied forms, such as guaranteed, redeemable on high premium, 
debentures having the right to appioinl a few directors and to 
purchase ordinary shares at concessional rates, and so on The 
companies in India should follow a similar policy and should offer 
debentures on liberal terms 

(6) Coiernment's fiscal pohc} —The fiscal policy of the Govern 
ment is also responsible for unpopularity of debentures to a certain 
extent The high excise duty, high taxation of profit and ineffective 
protection against foreign competition are other measures restricting 
the flow of capital into industry * 

(7) Heavy expenses of //roc— The rale of interest on debentures 
in India is relatively high varying from 5% to 9% In addition, the 
initial legal charges and stamp duty and underwriting commission 
etc , make debenture issue very expensive and unattractive as a form 
of company finance 

(8) Ho advisory services — There arc no sound advisory services 
in India for the guidance of the public as m many western countries, 
except commercial banks and a few stock exchanges whose services 
are not available at all places 

It may, however, be noted that with the expansion and deve- 
lopment of the capital market m India, the debentures are likely to 

become more popular in future 
(ii) Bonds (U.S.A.) 

A corporate bond is a written promise, under seal, to pay a 
specified sum of money at a fixed time in the future, usually more 
than ten years after the promise is made, with interest at a fixed rate, 
payable at specified interest dates* The amount of the bond is 

I Chat/esW Financial OrgamaUton and ^fonagemefU t>f Buvntss, 

1960, p 104 
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ordinarily $ 1,000, although S 500 bonds, ^ 100 bonds, and esen ^ 50 
bonds are becoming common 

Usually a corporate bond is one of a number of similar bonds, 
all of which are cosered by a so-called deed of trust that sets forth 
the obligations of the corporation and the rights of the bondholders 
The deed of trust is made out to a trustee who represents all of the 
bondholders, whoever and wherever they may be at anv lime 

The more prominent fealurcs of a bond are 

1 A definite promise to pay as to principal amount 

2 A definite promise to pav as to interest 

3 A definite life 

4 A statement of the lender or medium of payment 

5 The place of pay men! 

6 Reference to the bond indenture for other rights and power 
such as limitations upon the issuance of additional securi- 
ties, curtailment of management prerogative in the event 
of failure to meet prescribed conditions, action in the 
event of default of interest or principal payments, etc 

jpartiea to bond i$tue . There are three parties to a bond 

issue 

1 The corporation wishing to borrow the money 

2 The trustee through whom the corporation deals with the 
bondholder Because there may ^ manv bondholders (when bonds 
are sold to the public) scattered widely, under the circumsiances. 
It IS not practical to deal with each of them individually, and the 
corporation appoints a third party as a trustee to represent the 
bondholders The corporation maVcs an agreement with the 
trustee or trust company which is variously called the “deed of 
trust % ‘ trust agreement “trust indenture*', etc setting forth the 
obligations assumed by the corporation and the rights to be acquired 
by the bondholders 

3 The bondholders who participate in the loan and who 
receive as evidence of their participation one or more bonds The 
contract between the corporation and the bondholders consists of 
the bond and the deed of trust 

77}e trustee A corporation mortgage is a tnangular agreement 
between the trustee, the bondholders, and the corporation Tbe 
trustee is an agent of both the corporation and the bondholders. 
Although he is the agent of the bondholders, his appointment is 
made by the corporation long before any of the bonds are sold, and 
without consulting the bondholders 

Any competent person may sene as trustee, but the usual 
practice is to appoint a company A corporate trustee has the 
advantage of continued life and senes with cffinency of a sp>ecializcd 
occupation It is, however, customary to appoint a natural person 

in addition to the corporate trustee TTiisdual trusteeship maVcsil 
possible to meet the requirements of those places in which the 
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corporate trustee is unable to act for the bondholders The trustee 
may be changed from time to time in the event of death or resignation, 
m keeping with provisions included in the underlying indenture 

Dunes of trustee— Tht primary duty of the trustee is to protect 
the interests of the bondholders The corporation is accountable 
to the trustee for neglect in its management of the property covered 
by the trust deed If the trustee fails to see that the corporation 
neglects to protect such property, the bondholders may have the 
trustee removed and a new trustee appointed The trustee is not a 
guarantor of the bonds He is, however, liable to the bondholders 
for the breach of his trust Thus a trustee who certifies bonds upon 
delivery of securities that do not satisfy the requirements of the trust 
deed may be held guilty of negligence A trustee who fails promptly 
to notify bondholders of the corporation's default may be held liable 
in damages to the bondholders 

Among the more important duties of a trustee are 

1 Certification of the securities issued— Before the bonds are 
issued, the trustee must authenticate them Authentication consists 
simply m signing a certificate usually found on the outside panel of 
the bond The authentication shows that no more bonds have been 
issued than are authorized in the indenture This certification is not 
fl guarantee of the legal validity of the bond issue But the certifi- 
cate does protect an innocent purchaser of the bonds, even if they 
are wrongfully sold or pledged by an officer of the company for 
his own benefit 

2 Checking of performance—The trustee is usually required 
to examine the company’s property and accounts from time to time 
to see that they meet the terms of the mortgage on indenture He 
must also check the existence of proper insurance, payment of taxes, 
etc The trustee must see that the corporation performs all its 
obligations under the indenture To enable it to do so, the trust 
deed usually gives the trustee the right to inspect the books and 
records of the company, and to request the corporation to furnish it 
with such information and statements as it needs for the purpose 
The trustee also receives copies of annual reports and of other 
information that must be filed with the Securities and Exchange 
Commission 

3 Action in default — In the event of default in interest or 
principal payments, the trustee \s expected to notify the bondholders 
and to take proper action against the mortgagor The trustee is 
permitted to take possession, obtain the appointment of a receiver, 

judgement in its own name against the corporation for the total 
amount of principal and interest due and unpaid The trustee is 
usually required by the indenture to exercise the care of a prudent 
man similarly situated m carrying out its duties, rights and obliga- 
tions under the indenture The indenture may provide that not less 
than a majority of the bondholders may direct the time, method, and 
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place of conducting any proceeding for any remedy available to the 
trustee 

Dociimpnta of bond issue Bond js a sort of contract between 
the issuing corporation and the bondholders There are several con- 
ditions governing the issue The conditions are laid down in a 
document and serve as the basis of the contract and protection to 
the bondholders In the United Stales of America, there are three 
such documents in use (I) Indenture, (2) Bond, and (3) Mortgage 

(1) The mdenture—Ont of the most important instruments 
relating to corporate financing m U S A is the indenture * An 
indenture IS a contract or an agreement between the company, the 
trustee and the bondholders, which covers the terms and conditions 
pertaining to a bond issue It is usually called a ‘mortgage indenture' 
when used in connection with securities supported by a mortgage , 
when used with unsecured obligations, u is generally known as a 
‘trust indenture’, ‘corporate indenture', or ‘trust agreement' 
Besides including the duties of the trustee, n contains complete provi- 
sions having a bearing upon the bond issue As a result, the inden 
ture IS commonly as large as a book covering from fifty to several 
hundred pages, the existence and contents of which are known to 
but a few bondholders Seldom would any one be asked to read it 
Yet It IS the source of bondholders’ rights and the corporation’s 
obligations The following summary of its contents maj clear its 
nature and purpose 

1 Preliminary recitals of the parties , authorization of the 
bonds , and the form of the bonds, interest coupons, registrations 
and trustee's certificate 

2 Statement of the mortgage or deed of trust with a detailed 
description of the property security 

3 Covenants of the company issuing the bonds to pay the 
principal and interest when due , to carry insurance and pay taxes , 
and usually to protect the bonds with such provisions as limitation of 
additional security issues according to the terms of the indenture, 
limitation on dividends on common stock in the event of failure to 
meet prescribed standards, etc 

4 Provisions covering the sinking fund and the redemption of 
the bonds 

5 Statement of the duties of the trustee 

6 Definition of default and provisions for action by the trustee 
m this event 

7 Miscellaneous provisions covering supplemental indentures, 

status of the bonds m tbeeventof merger or consolidation, bond 
holders' meetings, etc 


> The word ‘lodenture’ stetnps fromearly oroeswhen agreements were written 
twice on a page lo the original after whidt the page was torn and the separ^e 
pieces gis CD to the parties invohed If the lodentatioDS of the tear fnatdiS" 
validity of the agretmem was established 
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(2) The bond— Tht bond instrument itself merely contains a 
promise to p-ry a certain spcafic amount of the total debt with 
interest, and gives a summary of the main terms of the borrowing 
The bondholder must look to the indenture for the full details of the 
issue The bond is a negotiable instrument executed by the borrower, 
usually in the name of ‘bearer This instrument then passes without 
registration, though by election a purchaser may choose to have a 
registered bond in his own name Each one of the bonds is a unit 
part of the whole loan, the full terms of which ate contained m the 
indenture A bond issue without security would be complete with 
the creation of these two instruments (indenture and bond) Should 
the issue have .in agreement for mortgage security, the indenture 
would describe the full terms of the mortgage also 

(3) The mortgage — When it is desired to give security upon real 
or personal property as a grant of priority in payment to a creditor, a 
document in special form known as a mortgige is made In the case 
of corporate issues, this mortgage will be signed by the corporation 
and made over to the trustee of the bond issue as part of the inden- 
ture The trustee becomes the legal holder of the mortgage but on 
behalf of the equitable interests of the bondholders, this instrument 
IS placed upon the public records m accordance with the filing require- 
ments of each jurisdiction where .my of the property is loc.'ited 

Classification of Bonds 

Bonds are by far the most important mode of corporation 
finance m the U S A They have such a large variety of forms that it 
IS almost impossible to arrive at an agreed classification They vary 
consider ibly in their terms and conditions Most issues combine so 
many dilTerent features that they may belong to more than one 
division of any classification which might be established In principle 
howeicr, some sort of classification (grouping like with like and 
difTerenli.ating from the unlikes) may be found useful Although 
rigid classification is impossible, tentative groupings may be presented 
as an aid to study Broadly four bases have been adopted for the 
classification of bonds 

1 The character of issuing authonty 

2 The character of the security 

3 The purpose of the issue 

4 The mode of payment of interest and principal 

The following is a summarized version of a bond classification 
which has been widely used * 

I According to the character of issuing corporation 
A Civil loans— federal, state, municipal, etc , or 

(i) United States Government bonds, (ii) State and 

I Willnmll Husband andJames C Dockeray. Afod.rrn Corporation Finanee, 
1957 p 114 
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cjU >W}ntie<5 (»») Forcisnco'vcn3memandmu’25npa! 

loans 

B Corporate loans le bonds of railroads public uuli 
ties industrials 

II Accordinc to the character of the securits of the bonds 

A Unsecured Debenture bonds incojne bonds 
reccners certificates convertible bonds short terra 
notes 

B Secured or re-cnforctd 

(0 Non propertv secunu assumed euaranieed 
joint bonds 

(ii) Propertv secuniv (a) Personal propertv (collateral 
trust equipment trust sin\.in<* fund bonds) (b) 
Real propenv (first moncace gec-raJ morttr’e* 
consolidated roortnacc Cr^i and refunding raort 
sane Ssssi awJ mnsrvlvdaaed martcace hands} 

III Accordinc to the purpose of the issu* 

A- Cm! (drainage school sire-t eic ) 

B Corporation (improvement rtfundinc purchase of 
equipment or plant consolidation etc:) 

IV Accordme to pavmeDt of inleresi and pnnnpal 

A. Pavment of interest (repsteied, coupon contingent 
etc ) 

B Pavment of principal (collateral convertible s»nal 
smbn<* fund matuntv etc.) 

Accordinc to another auibontv ’ the bonds have been classified 
according to (iMhe purpose of the issue («) tbesecuntv ofpnncipJ, 
(ui) the delernunation of interest (iv) the manner of pavment of 
interest, and (v) the manner of pavmeni of pnnapal as fellows 

I j4s to purpose 

1 Purchase Monej Bonds. 

2. Constniciion Exiensjon and Improiemenl Bonds, 

3 Funding and Refundinc Bonds. 

4 Consolidated Bonds 

5 Adjustment Bonds, 

II As to seruritr of principal 
I Mortgacc Bonds. 

2. Bndce DocU. Divisional and Terminal Bonds. 

3 Collateral Trust Bonds 

4 Equipment Obligations 

5 Debenture Bonds. 

* Gil''ert Haroli An Oufl re cf Corpora oe ftr-nre, i9so 
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6 Joint Bonds 

7 Assumed, Guaranteed, Endorsed, and Stamped Bonds. 

8 Receivers’ Certificates 

III Aa to incoma 

1 Bonds of Definite Interest Rates 

2 Income Bonds 

3 Participating and Profit sharing Bonds 

4 Stabilized Bonds 

5 Tax Free Bonds 

IV Aa to the manner of poyment of intcreat 

\ Registered Bonds 

2 Coupon Bonds 

3 Registered Coupon Bonds 

4 Interchangeable Bonds 

V An to the manner of payment of prxncfpa\ 

1 Gold, Silver and Legal Tender Bonds 

2 Stabilized Bonds 

3 Redeemable or Callable Bonds 

4 Convertible Bonds 

5 Extended Bonds 

6 Sinking Fund Bonds 

7 Serial Bonds 

8 Perpetual Bonds 

Purchase money fjo/tdjr— These are bonds given m direct pa>- 
ment, either part or full, for property and having a hen on such 
property In almost all cases they constitute a first lien It should 
be noted that bonds sold to investors to obtain funds to purchase a 
property are not purchase money bonds, but are loan bonds 

Construction, extension and improvement ionds— Bonds sold to 
investors to obtain funds for construction of some property are known 
as construction bonds Similarly those sold to obtain funds to make 
extensions or improvements are called extension and improvement 
bonds respectively If construction, extension and imptovcmenl 
bonds are given to the sellers of some properly in direct payment 
therefor, they will be termed as Purchase Money Bonds 

Funding and refunding bonds — Bonds issued to consolidate the 
unfunded debt or debts of a business are called funding bonds since 
the purpose is to fond all or part of the corporation s unfunded debt 
Similarly, bonds issued to obtain funds to pay off an existing funded 
debt are called refunding bonds The corporation may sell its re- 
funding bonds to new investors, or it may offer the new bonds to the 
old bondholders in exchange for the old ones, or both The old 
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bondholders arc -nder no obligation to accept the refunding bonds 
as payment 

Consohdated bonds— V/hen a corporation has several issues 
outstanding on various properties, it nia> like to simplify its financial 
structure by the sale or exchange of a unifying ‘blanket* or consoh- 
dated issue to replace the several smaller issues 

Adjustment Eonds— These ace issued at the time of reorga- 
nization of the corporation in order lo adjust the obligations of the 
enterprise to a scale which it can carrs The> are usually junior 
mortgage or unsecured bonds and usuallv income bonds 

Secured and Unsecured Bonds 

While all bonds are supported b> the general credit of the 
issuing corporation secured bonds have the added security of a pre- 
ferred claim to a portion or all of the assets HTien a funded debt is 
secured by the pledge of specific property for the fulfilment of the 
obligation the debt is said to be secured When no specific property is 
pledged, the debt is said to be unsecured This distinction draws 
attention to the order in which claims will be paid and the legal 
remedies that are available to Ibe bondholder In the case of secured 
bonds, the holder may foreclose against the property and force its 
sale when the mortgagor fails to live'up to the provisions of the con- 
tract Unsecured bondholders, although they may sue to recover 
their claims like any other creditor, cannot foreclose upon specific 
corporate propertj and their bonds are said to be secured b> the 
issuer's credit Unsecured bonds are, therefore, secured ultimatelv 
by the capacity of the company, and m particular the properties of 
the company, to produce an income Since the value of property is 
determined by its ability to earn, the real security behind any issue, 
whether it is secured or not, is the earning capacity of the debtor 

In the event of non fulfilment of the contract, the secured bonds 
would have the following means of protection 

(J) Prior claim to the property spec»hed as security for the 
bonds 

(2) In case this property failed lo be of sufficientvalue to cover 
the face value of the bonds plus accrued interest, the bond- 
holders would share equally with the unsecured creditoi^ 
whatever is avaifafefe to meet ific balance of their cfaim 
Thus, the benefits of specific security depend upon the value of 
the property pledged as secuniy and the financial position of the 
corporation issuing the bonds 

Corporate Mortgage 

A secured bond is backed by the security of a speafied propertv 
In the event of the failure of the debtor to meet bis obligation the 
bondholder has to advance his claim against the property This has to 
be done according to the terms of the mortgage A corporation, like an 
individual, has the implied nghtto borrow or such a right is spccificalb 



Corporate Creditorship Securities 71 

acquired by means of a provision in its charter But the right to 
dispose of the corporate property is different from that of an indivi- 
dual The company's shareholders are given the right to pass upon 
the sale of the assets Since corporations are chartered to perform 
a public function, the state reserves the right to approve any reduction 
in the properties assembled to perform that function Therefore, the 
earlier railroad charters contained clauses which granted the corpora- 
tion the right to mortgage its assets , m the absence of such a grant, 
mortgage rights did not exist Today that right is widely granted to 
corporations by general or specific statute 

The mortgage is defined as a “conveyance of an estate by way 
of pledge for the security of a debt, and to become void upon pay- 
ment of it ’ It IS ‘ a deed (absolute in form, but subject to defea- 
sance) given to secure the performance of some act upon the part of 
the mortgagor, usually his repayment of a loan made by the mortgagee 
at the time of the execution and delivery of the mortgage ” The 
properly pledged includes land, buildings, and equipment, or the 
bulk of the fixed assets used m operations The assets like cash, 
inventories, or receivables, arc so constantly used or transferred in 
operations that they are difficult to pledge or to be used as security, 
particularly for a long-term debt The most usual kind of movable 
property pledged is stocks and bonds, which form the security for 
collateral trust bonds 

There are two principal parties to the contract, the mortgagor 
and the mortgagee The mortgagor is the borrower, whose property, 
as security for the loan, is deeded to the lender, known as the mort- 
gagee Since It would be cumbersome and impractical to execute 
and deliver a mortgage on the corporation’s property to each and 
every bondholder, and since the transfer of such mortgages each lime 
a bond was sold by one bondholder to n new one would impair the 
marketability of the bonds, a trustee is usually appointed to hold the 
mortgage for all the bondholders Thus, there are usually three 
parties to corporan mortgages the mortgagor (tlie corporation) the 
mortgagee (the bondholders), and the trustee It is expressly provided 
in the deed that upon payment of the obligation the conveyance of 
title IS nullified This privilege is known legally as the ‘defeasance 
clause* From the standpoint of their basic elements, mortgages 
have three main forms (i) mortgage with defeasance clause whiCh 
requires the aid of a court to foreclose upon default , (ii) mortgage 
with defeasance clause which vests the power in the mortgagee to sell 
the property upon default , (iii) deed of trust, which in the habendum 
clause sets out the conditions upon which the property was conveyed 
and gives to the trustee named m the deed power to sell the property 
upon, default All the three typcs» while using different names to 
describe the parties, have the following basic features in one form or 
another 

1 Identity of parties (names and residences of the mortgagor 
and mortgagee) and the date 

2 Preamble or statement of the indebtedness secured 
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3 Granung clause. 

4 Des.cnption of the properl\ pledged 

5 The habendum (to haic and to bold) clau'.e 

6 Defca'^ce claus.e, prowduic that the transfer 'hall be vo:d 
upon p3\ ment of the indebtedness 

7. Co\ enants of title and w-arranis 

8 Coxcnanis to pa\ taxes and to m'ure 

9 ProM'ion for zccelerating matunts of debt on failure to 
pav innaltnenis or inieresi tshen due or in case of breach 
of other cotenants 

10 Provisions relating to foreclosure and sale including some- 
times a power lo sell mibout resort to the courts 

11 Release of dower and homestead rights. 

12. Conclusion — signatures of parties, and of witnesses when 
retjuired. 

13 ContScaie of aciaowJedgecjrm before a sotar) pobheer 
other qualified ambomv 

Large corporate mortgages contain these basic fcatyrrs but are 
noted for their length. usu^> 100 paces or longer AciuaUi,iht 
mortgage is corabinrf with the other provisions in the indenture Jt 
IS common to designate the instrumem as a ■‘oongage indenture* . 
The moTlgace indenture is made a part of tic secuntv bv a reftnmet 
clause which appears in the bonds held bv the investing public. 

Tjipe j of rrorigases—Tbe ba'ic cbaractcnsucs lead to the classi- 
fication of mongaces as follows 

A According to pnoniv of claims 
1 Rrst. second, etc. 

2, Senior and junior 

B According to the nghl lo issue additional secuniies : 

1 Closed. 

2. Open-eni- 

C According to the scope of the property covered bv the 
Tnortgage 
1 Specific. 

2. BlanLei. 

3 Blanket with after acquired clause 

Prioritj of claims Jf them is more one mortsare cn a 
piece of propertv. the first one recoidcd ha? the pnordaim and is 
known as the^m mortgage The second one recorded i> known as 
the sffpodrnorrpffcf and IS junior m <taDdros lo the first rorncace 
The term ‘jumor claim* means that there sre one or more cimms 
having a bi^cr or senior rank in rclauci to the junior hen Suppose 
a pieM of propertv has two ouisiandii^ Tnort|ases acainsl n : a first 
mortgaceofRs SOODOanda 'w»ad jnortga|re ofRV3POOO The 
former bears 5''j interest and the latter 7 If default ocrurs m tic 
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payment of interest on the second mortgage, causing thereby its 
holders to institute foreclosure proceedings, the court offers the 
property for sale which fetches Rs 60,000 After payment of court 
costs involved m the foreclosure, the first mortgage has prior claim 
to Rs 50,000 plus interest Any balance left will be paid to the 
holders of the second mortgage Such mortgages may also be desig- 
nated to indicate priority of claims as senior mortgages, having prior 
claims and junior mortgages having subsequent liens From the 
point of view of the corporation, the terms ‘senior’ and ‘junior’ are 
preferable to the simpler terminology of ‘first’ and ‘second’ mortgages 
An outright second mortgage will lack sales appeal 

Right to iasue additional securities Sometimes the size 
of the issue IS specified If the full amount of bonds under a given 
mortgage has been issued, the coniracl is said to be a closed or closed- 
end mortgage When no such limit is placed upon the amount that 
may be issued under the mortgage, it is an open-end mortgage 

Open-end nwrigagc— The creation of numerous liens may be 
expensive to the corporation for two reasons first, a number of 
small issues will not enjoy the same marketability as a single large 
issue equal to their sum, a condition which will tend to decrease the 
attractiveness and increase ihe interest cost of the former over the 
latter , and second, the latter issues, being junior liens, may have to 
pay such a high rate of interest so as to raise the total cost of the 
borrowing above that required for a single large first mortgage issue 
When, however, a mortgage is ‘closed , so that no further bonds 
may be created under that lien, a multiplicity of issues bccontes 
inevitable for a growing business requiring long-term borrowed 
capital for us expansion Any later mortgage debt has to be & 
secondary lien to the closed mortgage on that property 

The open end mortgage, j device created to meet this problem, 
permits successive issues, all secured by a single hen Bearing a 
common name, these issues are distinguished as senes A bonds, 
series B bonds, and so on * Occasionally the senes are distinguished 
by the year of issue or, less frequently, by the maturity date, as the 
senes of I960 or the series of 1975 The various series are issued at 
different times and may be unlike as to coupon rales, maturity 
dates, and other features such as sinking fund and call prices The 
open-end mortgage is particularly appropriate for the railroad or 
public utility, which regularly employs large sums of borrowed 
capital as it grows The mortgages are sometimes designated as 
hmiled open end and mtsmued open end also Limited open-end 
mortgage contains a clause limiting the amount of bonds which may 
be issued If the slated otal is not issued immediately, the corpora- 
tion IS authorized to issue up to the stated limit as its needs or wishes 
dictate This provision is very common in blanket mortgages and 
refunding’ mortgages 


I Word series m Ihe title of a bond is the usual indication of an open end issue 
’ Ponds issued to obtain funds to pay oiT an existing funded debt are called 
refunding bonds 
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Closed-end nwri^aze — Wlicn the fuJ! amount of bonds under a 
£i\en mortgage has been issued, the conirart is sajd lo be a closed 
or closed-end mortgage Under a dosed mortgage, no future issues 
of bonds of similar rank under the same mortgage and secured bj 
the same corporate properts mas be sold other than those of the 
initial issue This restnction affords excellent proteaion to the 
insesiors but mas place undesirable ngid limitations on the corpo- 
ration's financing, it depmes the compans of the flexibihtj in 
financing that the open-end mortgage prosidf' Subsequent issues 
will base onl\ a secondary ciaim upon the pledged propertv and will 
therefore be less acceptable to the ins esior Thus the closed-end 
proMsion favours the mortgage exdusucU The closed feature is a 
fairlv common charactensticof the divisional or underlving mortgages 
of railroads in U S A 

The effect is cspeciallv far-reaching vvhere the mortgage also 
coniams an after-acquired clause ettendmg the hen to coverall 
additions to the companv s propenv m the future as well as ihr 
propertv alreadv ovvned. While methods exist for avoiding the 
after acquired clause thev are not \crv saijsfaciorv After-acquired 
clauses destrov desirable flcxibihtv in finanane. which mav be of 
benefit lo both the corporation and the investor .Management tM> 
be unnecessanh restrained m undertaking profitable expansion. In 
turn, the investor mav suffer where resinctions prevent improvement 
of earnings position. 

hlortgages classified according to scope of lien. Not 
onlv IS there a question as to whether or not the mortgage 
cover propertv acquired in future, bm m addition a decision ms't 
be made as to what extent the mortgage maj cover the prcpntv 
cuTTcntlv owned and wheibcrtbe moneage should cover all or c'Jv 
a portion of the propertv If other mortgages are outstanding, lis 
new mortgage must necessanlv give consideration to the existing 
bens, Allowms for the diverse circumstances which are found m 
business, mortgages raa\ be convenienilv classified according to the 
scope of then ben into specific and bJarkeh A s ,sa5c mortgage 
grants a hen on a particular piece of propertv onlv, wh3e a blanlft 
mortgage covers all the propertv of the corporation- The tenn 
blanket mortgage wias once applied to hens that covered sevet^ 
pieces of projwriv usualb that of different 5ub5jdiane> which had 
osnsiderabJc autonomy and lodepentfence of operation. The tens 
Seneral /rongoge was applied lo bens on properties which were 
integrated and operated under a common management. Foieriosiue 
and claim properties are the same under either mortgage, althoup 

legal action under the blanket mortgage would be more expensive 

since properties arc under separate jun^jction. Either mortgage i' 

usuallv a junior issue because the sqiarate plants or properties have 

been mortgaged before if not, thev would be senior issues 
will become senior issues when underljing nortgages are retired m 
redemption or refunding. 

After-acquired property clause — When a corporation pledge' 
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all of Its present property plus any that it may later acquire, but 
prior to the satisfaction (cancellation) of the mortgage, the after- 
acquired property clause is incorporated into the mortgage Obvi- 
ously, this gives greater protection to the bondholder Property 
acquired in the ordinary way at a later time would automatically 
come under the terms of the existing mortgage 

This clause is most logical when the privilege of debt expan 
Sion under an open end mortgage exists and there is less incentive 
to save out later acquired properly as security for possible future 
financing This provision may also be used in a closed mortgage 
where the debt runs for a substantial period of time and it seems 
desirable to assure creditors against impairment in safety such as 
might occur if the business should build better located and more 
efficient plants that would reduce the value of the old property 

Occasionally, however, where the open end privilege is limited 
to a specific maximum and that figure has been reached, the corpo- 
ration IS confronted with a lien that engulfs all new property but 
offers no means of financing it If borrowing becomes sufficiently 
desirable, the obstacle of the after acquired clause must be removed 
OT else surmounted by indirection provided that a junior hen is 
impractical The usual methods of removal of the restrictions 
are (1) Calling the bonds where such a right is present The new 
issue would then be for an amount sufficicnily large to cover the 
old bonds and the expenditures for expansion (2) l^se of a purchase 
money mortgage wherein the title to the new property is reserved 
in the vendor either by conditional sale or by a lease arrangement 
and consequently escapes the force and effect of the after-acquired 
clause (3) Merger or creation of a subsidiary company, where the 
consolidation of difTcrent companies is feasible and desirable, the 
parent or merging company would not be bound by the restrictions 
on bond issues of the company taken over Similarly, a new sub 
sidiary company may be organized and the bonds sold under its 
name (4) By means of a lease — the title would remain in the 
lessor, and any after acquired clause relating to the bonds of the 
lessee corporation would naturally be ineffective 

Security for bonds- A bond may be secured by a claim, or a 
lien, on certain properly of a corporation, or it may be unsecured 
and may be merely a general credit obligation, usually known as a 
debenture in the U S A Real property, which includes land build- 
ings, and most equipment, or the bulk of the assets used in opera- 
tions, IS the most common property pledged for a bond issue All 
bonds secured by real property are called mortgage bonds Most other 
assets, such as cash, inventories, or receivables, are so constantly 
used or transferred in operating that they are difficult to pledge or 
use as security, particularly for a long-term debt The most usual 
kind of personal, or inoiable property to be pledged is stocks and 
bonds, i»/ifc/j form the security for collateral trust bonds In the 
case of railroads, the rolling stock is often used as security for a 
specialised form of instrument known as the equipment trust certificate. 
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Mortgage bonds As already stated, all bonds secured b> 
real property are called mortgage bonds Corporate mortgage bonds, 
thus, are e\idences of the promise of the corporation to pay interest 
and principal, secured by a hen on specifically named real property 
Such bonds are always sold with a lien against real property The 
lien may be a first, second, third, or e\en lesser lien Some mortgage 
bonds are designated by the term prior lien, which indicates that 
the issue has a lien prior to that of some other issue 

The term, ‘first and consolidated , means that the issue is 
both first and consolidated one The term first consolidated' means 
only that the issue was the first to be consolidated 

The term general mortgage refers to bonds secured by a 
general or blanket mortgage on all of the corporation's properties 
which are already subject to one or more underlying (prior) mort- 
gages, or which may be encumbered by another hen 

The term, first and general mortgage , means that the bonds 
ha\e a first lien on some of the corporation s property and a general 
mortgaee on the rest 

Consolidated mortgage bonds are issued upon a mortgage or 
a number of mortgages with a claim against sescral properties 
Refunding andGeneral Mortgage Bonds are issued mainly tor refund 
ing purposes with a general mortgage as security The latter may 
consist of various lien positions and other miscellaneous forms of 
protection Refunding and Impro\emem Bonds are usually issued 
for the dual purpose of refunding a maturing issue and at the same 
time providing funds for expansion or improvement of the property 
First and Refunding Bonds are generallv secured by a first mortgage, 
but a junior lien position may exist in part The mam purpose is 
to refund maturing obligations , but it is common to raise additional 
funds at the same time in order to finance improvements and 
extensions 

Collateral Trust Bonds 

The bonds secured by personal property have two chief sub 
classes (1) the collateral trust bond, and (2) the equipment trust 
obligation When stocks or ^nds are pledged to secure a bond 
issue, the securities are known as collateral trust bonds These bonds 
may be classified according to the pledged security (a) bonds or 
stocks, or both, of the issuing corporation , (b) bonds or stocks, or 
both, of a subsidiary Corporation , (c) bonds or stocks, or both, of 
an independent corporation 

Holding companies commonly pledee the bonds and stocks of 
their subsidiaries m order to borrow The borrower gathers together 
the collateral or securities which he wishes to pledge and deposits 
them with a trustee under a trust agreement similar in form and 
provisions to the corporate mortgage The trustee is empowered 
to issue bonds up to something less than lOO'^o of the par value of 
the deposited collateral He is authorized to sell the collateral for 
the benefit of the bondholders should the company default upon 
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interest or principal payments The agreement may provide that 
the company may substitute other coHateral for that held by the 
trustee Rigidly drawn agreements usually provide that the market 
value of the pledged collateral shall represent some stated percentaee, 
say 110% of the outstanding obli©ittotis and that if coUateraCis 
withdrawn, a corresponding amount of the outstanding bonds must 
be reduced 

The collateral behind the collateral trust bond does not directly 
represent the security for such an issue The underlying security 
consists of the assets of the corporation whose securities are pledged 
Even more fundamentally, it is the earning power of the basic assets 
which vsill determine whether the interest and principal of the 
collateral trust bond will be paid Finally it should be noted that 
the value of the collateral does not depend upon the market price 
of the pledged securities Only a small portion of the collateral 
could be sold at prevailing market prices if it became necessary to 
reimburse the creditors by such liquidation 

In the event of any default upon the bonds so secured, the 
collateral is seized and sold As m the case of mortgage bonds 
secured by real property, any excess received upon the occasion of 
the sale goes back to the corporation to pay other creditors while 
any deficiency becomes a general unsecured claim Although title 
to the securities pledged is transferred to the trustee as long as the 
issuer of the collateral trust bond does not default the pledger 
corporation is entitled to the income from the collateral and to vote 
any pledged stock by means of proxies issued by the trustee 

Although individual collateral trust issues may enjoy premier 
investment rank, their general investment repute as a class falls 
below that of mortgage bonds The corporation considering finan* 
cing With collateral trust bonds should note the factors that deter 
mine the willingness of the investment market to buy such bonds 
Usually they are (I) expected income from the collateral (2) value 
of collateral , (3) general credit of debtor company and (4) protec- 
tive provisions 
Equipment Trust Bonds 

Generally speaking, fixed property is preferable to personal 
(movable) property as secunty for a bond issue Fixed property 
offers a definite and permanent basis of support while personal 
property is so mobile that the specific property offered as secunty 
may easily disappear from among the assets of the corporation 
Personal property is easily movrf has temporary life, and is being 
converted constantly into the goods or services that the corporation 
ieWs On the other band, in time of fiiWe, the ready movabday 
of personal property may prove to be of advantage because it adds 
to the property’s marketability 

To be used as a basis for reasonably long term credit personal 
property must first have sufficient life to make a satisfactory hen 
possible Inventories, receivables, and other current assets do not 



78 Elements of Corporatton Finance 


meet this qualification and are not adaptable as secuntv for long- 
term corporate finance The requirement is filled e\ccllentl> b> 
rolling stoeX of railroads Possessing an aseraee life of more than 
20}ears, and being indispwisable to the railroads operations, »t 
offers a substantial basis for financing Railroads in U S A- ha\e 
taXen adsaniage of this condition and in December 1954 equipment 
obligation constituted 26®® of their total long-term debt 

An equipment obligation is a «ecurit\ issued with rolling stocl^ 
or other equipment as collateral Railroad equipment ranks close 
to collateral (stocks and bonds) as the most popular form of per- 
sonal properij used to secure corporate borro^Mng. American oil 
companies purchase tank cars wiib the aid of the equipment trust 
certificate and American air transport companies finance ness fismg 
equipment by the use of the secured instalment financing dmee 
Thus the term ‘equipment obhcaiion has acquired populani) and 
refers to bonds or certificates havinc a lien against railroad equip- 
ment, such as freight and passenger cars locomotnes, tank cars, 
etc There are many plans under which equipment obligations arc 
issued Each of these plans has various deviations m detail, but 
in general they are outlined as (I) the lease plan (‘Philadelphia 
Plan’), (2) the conditional sale plan (‘Mew York PJao’), (3) ibe 
equipment mortgage plan. (4) the mortgage collateral plan, and 
(5) the preferred stock plan 

When a railroad desires to purchase cars and locomotives, rt 
arranges with a trustee, usually a trust compam, to pay most of the 
purchase price, say 75'’o, to the manufacturer , the railroad itself 
pays the remainder Title to the rolling stock runs to the trustee 
from the manufacturer and remains with the trustee until the rail 
road has met us obligation in full The trustee issues trust certi- 
ficates to investors Under terms of the trust agreement the railroad 
pays the trustee a vum equivalent to the annual interest and a slated 
instalment on the pnncipal sufliaent to provide for the serral 
redemption of the outstanding bonds Not until the final senes of 
bonds has been paid doe> the railroad obtain title to ibe propertv 
In the meantime the railroad promises to keep the rolling slock 
insured and properly maifiiained. 

Debenture Bonds 

The term ‘debenture’ means ‘debt’, but financial practice m 

USA has Tcstncicd n to include only those bonds which are not 

secured by any specific pledge of propertv , they have no lien on an' 
specific property , they are general credit bonds. Such bonds are 
comraoolv said to be unsecured, but anv property not otherwise 
pledged acts as security »n the broad sense of the word for the 
debenture bondholders and other general creditors Some corpev 
rations issue debenture bonds because their assets are intanphle and 
incapable of being mortgaged, if their carmngs are sufficient and 
stable their debentures will be high grade Other corporations prefer 
to keep their assets free of mortgage obligations and thereby maintain 
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the flexibility of their debt structure Some corporations, however, 
issue debenture bonds because their assets are already so heavily 
mortgaged that unsecured issues arc the only instruments available to 
them Since debenture bonds are general credit obligations they 
occupy a junior position to all mortgage bonds senior or junior, 
whicn may be outstanding If a company defaults on the interest on 
Its debentures and is forced through bankruptcy, the debenture 
holders are in the same position as the general creditors 

The debenture bond is a widely accepted mode of corporate 
financing It appeals to the corporation because the absence of a 
specific lien gives greater freedom to manigement and permits the 
reservation of secured obligations for periods of emergency In the 
event of default in interest or principal piyments the bondholders 
are unable to bring foreclosure proceedings to have the property sold 
by the court From the point of view of the investor the debenture 
bond has an appeal because, in the last analysis, the general credit or 
financial position of the corporation constitutes the only assured 
basis of safety, irrespective of the type of bond Specific security is 
of little value if the property lacks earning power, and the extent to 
which earnings will cover the interest charges provides the real clue 
for investment guidance 

Guaranteed Bonds 

When one corporation (or more than one) guarantees the bonds 
of another, which it may do Air ^ variety of reasons (to strengthen 
the bonds of a subsidiary company to induce a company to enter 
into some contract etc ), the bonds arc c.alled guaranteed bonds 
The giuirantec mny relate to the payment of interest or repayment of 
principal or both U may be given when the i>sue is olTcred . n 
holding company may help one of its lesser known subsidiaries to 
market its bonds by guarameemg tint the mtetest and principal will 
be paid Or a company mny guarantee the issue of another company 
whose product the guarantor needs Most often the guarantee arises 
out of a lease arrangement between lessee and lessor companies 
Governments may also guarantee the obligations of private corpo- 
rations in order to assist their expansion, so as to serve some primary 
community need which would otherwise go unserved 

Joint bonds— When two or more corporations jointly float an 
issue of bonds the certific,ites arc known as joint bonds They may be 
either secured or unsecured They usually come into existence 
through the endeavours of two or more concerns to use certain faci- 
lities (such as railway termm ils, bridges) jointly Joint bonds are 
frequently guaranteed bonds Sometimes the term ‘joint bond is 
used to mean a jointly guar.antced bond 

Assumed bonds — When one corporation acquires another it 
assumes the obligations of the one acquired Bonds of the acquired 
corporation .arc known theiefoic as assumed bonds 

Recencr's certificates — When a corporation is insolvent, a 
creditor or group of creditors or even the corporation itself may ask 
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the court to appoint a receiver to administer its affairs until (1) the 
corporation is again solvent or (2) it is dissolved If the corporation 
IS not to be dissolved, the receiver may need additional funds to reha- 
bilitate the corporation's affairs Few investors would loan money to 
an insolvent concern Consequently, with the authority of the court, 
the receiver may issue obligations which are. m effect, short-term 
bonds which usually take precedence over existing claims They are 
called receivers certificates Their seniority will be wherever the 
court designates, but is usually placed high enough to make the issue 
saleable Ordinarily, the proceeds from the issuance of receiver’s 
certificates may not be used for fixed capital purposes but only as 
working capital They must ordinanlv be retired (paid completely 
or refunded) before the expiration of the receivership, or the court 
must be satisfied that they will be paid off It is the duty of the 
receiver to see that the available assets of the corporation arc applied, 
ifneccssarj, for their pajment These certificates, in fact, are not 
the obligation of the company but of the court As a result, receiver's 
certificates have a high rating and bear a low interest rate 

Bond Retirement 

Corporate bonded debt may be retired bv payment m full at 
maturity or by earlier redemption, by conversion, or by gradual re- 
payment over the years There are four popular methods by which 
corporations, on their own initiative, may extinguish their bonded in- 
debtedness (1) payment at matumy, (2) redemption before matunty, 

(3) refunding, and (4) conversion 

Pajmeni at maiurii}— Payment at matunty ordinarily involves 
no very complex problems The debt becomes due and is paid The 
cost IS ordinanty that which the corporation has accumulated and^set 
aside for the purpose through the establishment of ‘sinking funds’ to 
assure payment at matunty The payment may also be made each 
year of some of the bondsoflhe issue This plan calls for the use 
of serial bonds 

Eedemptwn before moiurii } — Corporations have various reasons 
for redeeming bonds before maturity 

(1) Investing the sinking fund 

(2) Reduction of fixed charges 

(3) Improvement of credit standing 

(4) Refunding 

(5) Refinancing 

(6) Avoiding high interest rates 

(7) Sale of properly 

Refunding — Refunding does not necessarily extinguish indebted- 
ness, but It replaces one debt with another debt It, therefore, extin- 
guishes the former debt as originally drawn Rel^unding is usually 
done either (a) because the company considers it profitable to continue 
the indebtedness, or (b) because the company is unable to meet the 
obligation 
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Conversion — Some bonds carry conversion clause This entitles 
the holders to convert their holdings into stock under the conditions 
and terms specified in the contract When bondholders do so they 
cease to be creditors of the corporation and become owners Thus a 
debt IS extinguished without Ctish payment of the debt by the corpo 
ration, and the fixed charges are reduced 
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Main Provisions of an Actual Trust Deed 


Trust Deed 

The Trust Deed wdl provide inter cha as follows 
(j) Securitj 

(a) Pa^■Tnent of pnncipal and interest uill be secured b% a first 
fixed and speafic charge on the Compans's immosable properties 
and fixed plant and machinerx and a floating charge on the ■whole of 
the undertaXinc and assets of the Companx 

fb) The Compans shall, howeser, be at Iibertv to hjpolhecste. 
to pirfge and create mortcaces or charg-s o\er its raw maienals, 
manufactured goods and go^s in process of manufacture and bool 
debts ranling n pnonis to the said floating charge to secum <uo$ 
borTo^^ed from Banks or cbhgalicns incurred in the ordinary cours* 
of business of the Companx and for the purpose of carrving on the 
same but xaxe as aforesaid and saxcas mentioned below the tampan' 
ma> not create anx fax pothecation, pledge, mortcace or charge oiw 
or permit anj lien to anse or affect anx part of its properties racUce 
in pnontx to or pan paisu xxith the floating charge and or the fited 
charge The existing fax poihccation and anj hjpothecation supple- 
mental thereto in fax our of the National OxeTscasandCnndIa>5 Banl 
Ltd. xmU lake pnontx oxer the floating charge to be created b% the 
Trust Deed 

(c) In respect of leasehold properix (if anx) for which the 
consent of the landlord is requirrdand in respect ofland acquired 
for which the consent of the Coxeniment of India is required for the 
creation of the charge thereon but which has not been obtained whro 
the Trust Deed is executed, the charge created bx the Trust Deed wffl 
not be of immediate effect but will be postponed until such consent 
has been obtained 

(d) The pnnapal amount of the xtock to be issued pjrsuart 

to the Trust De^ is limited to Rs. - but the Compasx is 

to be at liberty from time to tune to issue further xfock ranking p-ri 
passu in point of secuntv with (but not in pnontx to) the said 
Rs 1,50,00000- stock carrxjngsuch nehts as to interest, rcdempiion 
and otherwise as the directors of the Cempam max deiemnne 
presided that - 
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(i) The amount outstanding of the stock and of any stock 
ranking pan passu ihercttith (including such further issues) 
shall not exceed 50 per cent of the value ot the specifically 
mortgaged premises comprised in the Trust Deed as certi- 
fied by the Company s Auditors 

(ii) The average of the combined profits of the Company and 
Its subsidiaries (if any) calculated before charging depre- 
ciation and taxes on income but after charging all expenses 
of working and management including maintenance and 
repairs, for the three financial years for which accounts 
have been audited last preceding the date of any such 
further issue was sufficient to cover twice the amount 
required to pay the aggregate of one year's interest and the 
contribution (if any) to the sinking fund on the total sum 
outstanding in respect of the stock and all stock ranking 
pan passu therewith, including any such further issues 

(a) Redemption 

(a) Such part of the stock as has not been previously pur- 
chased or redeemed will mature for payment at par plus accrued 
interest on the Isl January, 1971 The Company may redeem the 
whole or any part of the stock on the 1st Januarv, 1956. or at any 
time thereaHer at par plus accrued interest on giving three calendar 
month’s notice to the stockholders m that behalf 

(b) A Sinking Fund will be established, to which annual 
contributions will commence in 1961 with a contribution m respect 
of the calendar year ending 3lsl December, 1961 Such contributions 
will be payable only out of the distributable profits (as defined m the 
Trust Deed) of the Company’s relevant financial year as certified by 
the Company’s Auditors Where such profits exceed Rs 5,00,000/- 
it will be obligatory on the Company to contribute to the Fund a 
minimum of Rs 5,00 000/- but the amount by which any contri- 
bution exceeds Rs 5,00,000/- may be applied m reduction of the 
Company’s obligations in any later year or years In a financial year 
in which the distributable profits are less than Rs 5,00,000/- the 
Company will be obliged, unless it exercises its right to apply any 
excess of a previous financial year, in reduction of such obligations, 
to carry the whole of such profits to the Sinking Fund, but it will 
be under no obligation to make up the amount by which such profits 
fall short of Rs 5,00,000/- in any subsequent financial year or out of 
any excess of a previous financial year The Fund may be utilized 
in the purchase of the stock in the market at a price not exceeding 
par plus accrued interest or may be invested in trustee securities or 
deposited with a bank until required for purposes of redemption 
Stock purchased or redeemed oat of the Sinking Fund is not to be 
re-issued ‘Financial Year' will be defined m the Trust Deed as 
meaning a period in respect of which any Profit and Loss Account of 
the Company laid or to be laid before it in annual general meeting is 
or IS to be made up 
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(c) In addition to purchases out of the Sinking Fund the 
Compan> may at any time purchase any of the stock at a price not 
exceeding par plus accrued interest out of current profits 

(3) Trustees 

Included among various provisions designed to indemnify and 
limit the liability of the Trustees arc the following 

(a) The Trustees shall not be bound to take any steps to as- 
certain whether any c\ent has happened upon the happening of which 
the security constituted under the Trust Deed becomes enforceable or 
to giie notice to any person of (he execution thereof 

(b) The Trustees shall not be responsible for the money sub- 
scribed bv applicants for the stock or any part thereof or be bound 
to see to the application thereof 

(c) The Trustees shall not be bound or concerned to examine 
or enquire into nor be liable for any defect in or insufiicicney of the 
Trust Deed or in the iitle of the Company to the mortgaged premises 
or any part thereof 

(d) No Trustee shall be liable for anything whatever except a 
breach of trust fraudulently commuted by such Trustee . provided 
nevertheless that nothing in any of the foregoing shall exempt a 
Trustee from or indemnify him against any habiJity for breach of 
trust where such Trustee has failed to show the degree of diligence 
and care required of him as a Trustee having regard to the provisions 
of the Trust Deed conferring on him anv powers, authorities or 
discretions 

(4) Additional Provisions 

(a) The rights of stockholders may be modified or compro- 
mised by an extraordinary resolution passed at a meeimg of the 
stockholders in accordance with the Trust Deed, a quorum for this 
purpose being the holders present m person or by proxy of a mayo 
rity in value of the total amount of the stock then outstanding or, 

in the case of an adjourned meeting, those present and entitled to 
v-ote On a shovi of hands, each stockholder present in person will 

have one vote and on a poll, each stockholder present in person or 

by proxy (who need not himself be a stockholder) will have one vote 
for each Rs 1,000/- of stock held by' him 

(b) A register of the stock will be kept at the registered office 
of the Company and may be closed for any period not exceeding 
forty-five days in any year 

(c) The stockholders will be entitled to their slock free from 
equities or cross claims by the Company against the original or any 
intermediate holder 

(d) The stock will be (ransfoable m amounts and multiples of 
Rs 1,000/- 
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Promotion of Corporate Enterprises 


In the life history of an industrial or business unit promotion 
15 the first step It consists of the discovery of new business oppor- 
tunities, investigations of their feasibility and profitability and 
subsequently the assembly and organization of properties, finances 
and managerial ability into an industrial or business unit capable 
of functioning properly in the economic environment just like a 
living organism In this sense promotion is an act of bringing 
into existence a new business unit for producing goods or services 
with a view to advancing the material well-being of the people 

A new business unit may be promoted m an entirely new 
field of business activity based on some new invention or discovery 
or It may be promoted in an old field of business activity where a 
number of business units are already at work Sometimes small 
business units doing successful business are enlarged and turned into 
private or public companies and at other times several companies 
or corporations are fused into a big single unit to achieve certain 
well defined objectives like the attainment of higher efficiency or the 
elimination of wasteful competition These activities are also 
included in the sphere of promotion Tlie work of extending and 
widening the activities of a business unit is also called promotion 
in the wider sense of the term 

The work of promotion may be taken up by individuals, 
groups of persons or by or^mzations Ideas of establishing modest 
business units usually occur in the minds of hundreds and thousands 
of individual businessmen and they generally set up successful and 
prosperous businesses But as they fake up the direction and manage- 
ment of the businesses promoted by them into their own hands and 
associate themselves permanently with those units, they cease to be 
promoters afterwards and become permanent business executives 
Some of them continue the work of promoting new units along with 
the management of older units simultaneously To the extent that 
they engage themselves in the work of promoting new units they 
continue to be promoters The names of ^nons like Henry Ford 
of United States of Amenca are very well known throughout the 
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world but m a country like India there are sescral names which are 
now well known not onli tbrou^out the country but e%en outside 
One of the most outstanding names in our industrial history is the 
name of late Sn J N Tata who conccucd the idea of starting an 
iron and steel works m India quite early m the eighties of the last 
century Sn J R- D Tata and Sri G D Birla belong to the 
second generation of early Indian promoters but some other persons 
like Sn Ram Krishna Dalmia and Rai Bahadur Seth Gujarraal 
Modi achiesed remarkable success as promoters of new enterprises 
in India in their own life time 

In countries like the USA several wealthy persons like 
Rockefeller Brothers organized ihemseUcs into firms wjth the express 
purpose of channellinc equity capital into new business enterpnses 
Such types of organizations along with the investment bankers 
usually render finanaal and other help in the early stages of pro- 
motion and can be considered as promoters onlv to that limited 
extent Examples of professional promoters like Mr Charles 
R, Flint were al^o found in the USA Sometimes the firms of 
industrial consultants like engineers and laws ers have also under- 
taken the functions of a promoter to a limited extent In India the 
Managing Agents have played the most important role in company 
promotion Although there is no dearth of gifted individuals 
possessing imagination, organizing capacity, resources and business 
connections but in the modem industrial world they rarely work 
alone . usually thev take up the work of promoting new enterprises 
m the company of other capitalists, financiers or technically qualified 
persons 

Ttie/unctionpof the promoter zrt oC economic and social 

value In some cases he helps in creating a new service or product 
enabling the people to live more comfortablv .mother cases he 
bnnes into existence new methods of producing goods and services 
at cheaper costs in corapanson to earlier costs and thus helps Ibe 
people to buy more of these goods and serv ces to improve Jbeir 
standard of In ing WTicn the promoter bnrg» about a consolidation 
he improves the tone of the industrial system by removing a cause of 
wasteful competition 

The promoter in performing unusualh valuable services for 
the community undertakes great risks The fees paid to various 
expert consultancy services are generally veiy high in a counirv like 
the USA These fees somclimes range between ?10,000 to S15 OOO 
In our own coumrv the expends incurred by Ibe Tatas in investi- 
gating the possibilities of selling up successful iron and steel works 
amounted to a total figure of £ 35,000 or Rs 5,25,000 On several 
occasions during the course of investigations it appKired as if the 
scheme was doomed to failure In one of the cases a promoter m 
the U S A stated in a court oflaw that $*>0, 000 were spent bv bun 
in investigating the feasibility of consolidating a number of indepen- 
dent plants and in obtaining options Sometimes the promoters 
are able to make huge profits m promoting big concerns but these 
gams cannot be considered excessive m the light of equally bi.?5 
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risks taken by them Really speaking the promoter can be called 
the midwife of the business world attending to the birth of a new 
concern and as such he renders very valuable services to the society 

Essentially t/iere are four steps in the promotion of a new com- 
pany or corporation (1) The discovery of the opportunity or idea, 
(2) the investigation and analysis, (3) the assembling of the elements 
of business and (4) financial planning Usually most of the writers 
reduce them to three Some writers treat the first two steps as one 
while others include financial planning under assembling because 
finance is one of the elements of business which have to be assembled 
by the promoter The reason for treating all the four steps separately 
IS that they are all equally important and it is rather difficult to assign 
a secondary role to any one of ibem 
(i) Discovery 

The discovery of an opportunity to start a profitable busi- 
ness may be made in a number of ways In the early stages of 
industrialization numerous opportunities of utilizing unused natural 
resources to advantage were clearly visible to the trained eye of an 
experienced businessman without much effort It was exactly 
m these circumstances that the British businessmen promoted 
numerous business units in quick succession in diverse fields of 
economic activity There was almost a race to seize similar oppor 
tunities in the early industrial history of the United States of 
America which threw persons of exceptional ability like Cornegie, 
Rockefeller and Morgan into bold relief But in the later stages of 
industrial development most of the new opportunities of doing good 
business are either discovered through the process of scientific 
research Of through the elTorts of the persons of ability and imagi 
nation in trying to overcome the difficulties faced by them in the 
process of manufacture or m the process of marketing the goods 
The discoveries of the new methods of producing chemical dyes syn 
thetic rubber, artificial fibres etc are the results of scientific research 
while the discovery of the new ideas for promoting big combinations 
or Departmental or Cham stores is the result of efforts to find means 
and ways to overcome the difficulties of wasteful competition or to 
find better and more efficient methods of distributing an enormous 
amount of goods created by the use of mass production methods 
Discovery of opportunities may sometimes be accidental also as has 
been the case with the discovery of certain minerals, gas or petroleum 
deposits Many times new ideas appear only as tiny specks on the 
horizon of the imagination of the promoter They have to be 
developed amplified and given a proper shape so that they may be 
scrutinized and tested Similarly, the new processes or methods 
’ikn-vc/^i WAvAifi/i. Ttsew*. 't.vvt \'ta. 

laboratory and pilot commercial tests before they can be taken as the 
basis of promotion of a new business enterprise 
(z) Investigation and analysis 

This IS the second step in promotion intended to determine the 
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practicability and the feasibility of the proposed business opportunity 
from the economic and financial point of Mew The new idea or 
opportunity may be in\estigalcd and analysed from the point of mcw 
of Its two aspects— the non-financial and the financial 

The non financial aspect comprises the problems of manage- 
ment, sources of material and labour supply, location, engineering 
and legal implications In case of heavy industries like iron and 
steel this aspect is of scry great importance This can be illustrated 
by a brief reference to the mam points of criticism contained m the 
techno-economic report of the American experts on the feasibilits 
of the proposed Bokaro Steel Plant The experts base expressed 
the view that a ‘ u holly insufficient consideration nas being gi\en 
to the rass matenals aspect of the Bokaro Project” , m their opinion 
“it will take two years or more to find longterm solutions to the 
basic raw material problem * The experts were not satisfied with 
the arrangements for the supply of power and water and the adequacy 
of the transport system They emphasized that the pnontics neces- 
sary to supply adequate power for Bokaro should ^ implemented 
and new generating capacities at points in the Damodar Valley 
Corporation system must be installed at least concurrently with the 
construction of the steel plant For water supply, according to the 
report, the key element was the construction of a dam and reservoir 
at Tenughat by the Damodar Valley Corporation According to the 
report “the adequacy of the transport system is far from assured and 
fulfilment of present plans for construction of track and supply of 
rolling stock is a pre-requisite for efficient and fully productive 
operation of Bokaro* With reeard to the question of manpower 
the report observed that unless fully qualified Indian and American 
personnel could be supplied from the start “there would be grave 
risk that very costly equipment would be unproductncly used or 
even damaged ” According to the opinion of the experts, Bokaro 
would have to tram its own labour force as the area had virtually 
no useful labour supply except in lowest categories , it was rural, 
remote and poorly served bv transport facilities It was unattractive 
to the great majority of potential Indian emplovecs and more so to 

Americans The report has suggested, therefore, the building of a 
nearby town including medical, recreational, educational and shopping 
faalities, transport to and from the plant and better access from the 
outside The report strongly recommends that Bokaro be placed 
under U S management for at least 10 years The experts hold 

the view that “the Amcncan management contract is a pre requisite 

to attaining 100 per cent capacitv four years after starting and to 
mamtaiQJDg the relatively small and efficient work force ” From the 
report of the Amencan experts it appears that the above mentioned 
non financial aspects of the project were not sp>ot lighted m th* 
earlier report of the consultants of the Gov emment of India (Messrs 
Daslur) In the case of heavy industries the non financial aspects 
of the projects arc of utmost importance as the ultimate financial 
success depends upon the soundness of these non financial aspects 
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and, therefore, they have to be investigated and analysed fully and 
with utmost care 

The financial aspect comprises the compulation and estimation 
of the gross revenue likely to be obtained through sales, the costs 
and expenses likely to be incurred in the process of production and 
distribution of the goods and services and the net revenue likely to 
be available after deducting the costs and expenses from gross 
revenues After estimating the net revenue the financial requirements 
of the project have to be worked out and on the basis of the net 
revenue and the total financial requirements the percentage of net 
returns on the total financial outlay required for the project have 
to be found out to determine whether the returns are attractive 
enough to induce the would-be investors to part with their funds in 
the existing financial and economic situation 

estimating the prott revenue. Several methods arc used for 
this purpose but two of them seem to be more importont (i) Market 
analysis by sample or canvassing method, and (ii) Statistical analogy 
or comparison method In the first method sample sales of the new 
product like a baby food arc tried m selected areas or localities to 
estimate the possibilities of sale of the new product or the territory 
may be canvassed by visiting the region and making a survey of 
business and other activities to estimate the market for the products 
or services of the new company The survey method is more useful 
for transport enterprises In the second method, a detailed study 
may be made of suitable number of existing enterprises operating in 
the region and the volume of sales and other data about these 
concerns may be carefully scrutinized and analysed to determine the 
chances of success of the new enterprise Certain precautions arc 
very necessary in using this method The study of a single concern 
may not be useful as the success of a particular unit may be the 
result of some special factors like the magnetic personality of the 
person who heads the orgimzation Secondly, the analysis of the data 
obtained from the operations of firms established under different 
economic situations and circumstances may also not yield useful and 
helpful information Thirdly, an attempt to analyse the data from 
different sMges of different concerns in place of using the data of all 
the stages of same concerns may also not give useful results For the 
successful use of the comparison method a scientific selection of the 
firms for comparison is very necessary so that average useful results 
may be obtained to form the basis of correct decisions The securing 
of advance contracts for the supply of the product or services of the 
new concern to the likely consumers m the region is also considered 
to be satisfactory method assessing the possibilities of the sale of the 
product of the new enterprise 

LnUmaUnp the cnata and expeneea The term costs is mainly 
applied to the amounts spent in manufacturing the product , the term 
expenses is used to denote amounts spent on distribution of the 
product and the outlays on administration Costs and expenses may 
vary according to the volume of business or sales but once this 
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\oluine has been estimated on a rca^ionable bui^iness it ma\ not be 
difficult to estimate the cost and expenses because the rates of most 
of the Items like «ages rents, per uniipncesof ra% malcnals, tat, 
insurance are faiiK well knovin at a particular time in a particular 
region or at a particular point And with the help of these rales the 
total costs and expenses can be casiU worked out b> the simple statis- 
tical method of muliipl\inc the units of a particular item required b> 
the rate of that item MTien this has t«en done net reienue can hi 
calculated bv deducting the total of esiimjied costs and expenses of 
doing business from the estimated gross resenues 

Estimating finaneiat requirements. Thc financial require- 
ments of the new business max be estimated under the following 
heads tU Fixed assets or block (2) current assets. (5) prelitnman 
expenses cost of building up thc business, and {5} the cost of 
fnannng 

{\) fixed assets — The requirements of fixed assets differ from 
business to business according to the nature of enterpnse. For 
certain t>pes of businesses like the iron and steel works or the rail- 
roads the fixed capital requirements arc the beasiest . for certain 
other businesses dealing m the purchase or sale of goods manufac- 
tured bx other producers or for financial in'tjtuuons like banks the 
fixed capital requirements are almost neglipbJe. Trading aad 
financing enterpnses can be started in hired building with a small 
amount of funds inxested in funutureand other equipment- The 
requirements of fixed assets can be reduced in the bepacing men for 
such enterpnses as the iron and steel mills or eleclnc plants b> takmg 
up initiallx onl> certain phases of the entire programme of setting op 
a complete plant The scale of operations max also be kept at a 
lower lexel mthe beginning with the aim of increasing u bx states 
later on For example, the BoLaro Steel Plant is expected to be 
completed bx the xear 1977 Thc total cost of forngn exchange for 
all the three stages is estimated at about 5 900 million The first stage 
maj be completed in about four jears The cost of foreign exdiangc 
IS hkeix to be about $ 500 million- Thus thc financial r^uimmcnis 
of fixed assets are estimated b\ talinc into account the factors Hke 
the phases or stages of consiriciirn, the scale of operations etc. mio 
account so that the heaxA expenditure max be spread oxer a 

conx ement period of time 

(7) Ciirrrxj assets — These assets znclude items hie stocks of 
materials, merchandise etc and cash for meeting current needs. Tic 
financial requireroenis are generallx estimated on the basis of lime 
required for putting the goods or scTxices of thc new xenturcenthe 
market for the first time After that the funds brcinlo forma 
circuit flow 

(3) Prehminart expenses — The finanoal requirements for these 
expenses arc estimated roo 5 il> on the basis of funds required fr^ 
meeting thc promotional nerfs hie the payment of fees to experts of 
x^anous ixpes, paxment of legal chaiges, pnntinc and office expenses 
etc. 



Promotion of Corporate Enterprises 


91 


(4) Cost of building up business — Most of the businesses 
started for the manufacture or production of commodities take 
some time to become profitable In the initial stages the revenue 
obtained is generally less than the cost and expenses of production 
These initial losses represent the cost of establishing the business 
and have to be met by the proprietors This point is illustrated by 
the report of American experts on the construction of the Bokaro 
Steel plant According to the report the plant would not be profit- 
able in the first step when the production is due to total 1,400 000 
metric tonnes, but would become profitable at the second step, four 
years after the start of operations when production would reach 
2,500,000 metric tonnes The implication is that the plant would run 
at a loss for four years after the start of operations, i e , during these 
years the gross sale proceeds would be less than the costs and 
expenses of production 

(5) Cost of financing — The total financial requirements of the 
business have to be obtained by the sale of securities of different 
types The preparation of securities, their advertisement and ultimate 
sale through brokers and other financial agencies involve considerable 
expenses in the form of brokerage, commission, underwriting charges 
etc All these expenses are included in the cost of financing 

The total of all the funds required for all purposes from fixed 
assets to cost of financing constitutes the total financial requirements 
of the new business If the net revenue estimated earlier is sufilcient 
to provide a reasonably good return comparable to the current rate 
of return from similar enterprises on the total finance required for 
the new unit the promoter can proceed with his plans with confi 
dence to establish the proposed corporation 

Cheehing up and verifying the investigations Usually 
this IS done by the experts working on behalf of the financial interests 
invited to help in raising the necessary funds for the new enterprise 
The exact position of this step should be between assembling and 
financing but for the sake of convenience its discussion is usually 
taken up after investigation and analysis 

The report of the original investigators is likely to suffer from 
a number of defects and drawbacks Probably for reasons of eco- 
nomy the promoter could not utilize the services of a competent 
investigator of some reputation or the investigator employed was not 
unbiased and disinterested On account of these weaknesses the 
report submitted by original investigators employed by the promoter 
has to be checked and verified by another set of experts on behalf 
of the financial inlerests Both financial and non-financial elements 
of the mvestigalion report are required to be checked The case of 
Bokaro Steel Plant may be again cited here as an exampfe The 
report submitted by Indian investigators was checked up by the 
experts appointed by the American Government This was consider- 
ed necessary by the American Government before agreeing to pro- 
vide financial assistance and it is important to note that a number 
of weaknesses pointed by the American experts have been accepted 



92 ElemenJs of Corporation Finance 

bj Ihe Go\ernment of India and remedial measures to remo\e the 
wea^knesses are being planned 

There are two important methods of checking the iniestigaiioa 
report The first method is rcall> a thorough and critical examination 
of the report itself An expenenced person m a gn en field of busi- 
ness IS usualK aware of the major weaknesses and difficulties and 
the crucial points on which success or failure is likel> to depend 
are readilv discerned b> his trained e\c from the report itself The 
second method of checkinc is the same statistical analog or com 
parison method to which reference has been madeearlier Published 
data for proportionate amounts invested in \anous classes of assets 
investment per unit of output or capaalv unit costs of production 
etc for vanous industrial groups are usuall) found. Similar data 
for the proposed business mav be compared with the published data 
of the groups of similar l>pcof companies A great deal of care 
has to be taken in comparing such data because ilTe published group 
data does not gne anv idea of a considerable amount of tanation 

from unit to unit which mav exist vvithin the group or an icdusln 
(3) Assemblmg (he elements of business 

This IS the third step m promotion When the practicabiht' and 
profitabUil> of the business opportunitv discovered b\ the promolff 
has been established b\ thorough investigatiODS and analvsis efforts 
mav be made bj the promoter to give a concrete shape to the idea 
conceived bv him This is done b> bringing together the vanous 
elements of business (1) idea or opportunities, (2) propertv, 
(3) personnel and managerial abilitv. and (4) finances Out of these 
elements the financial arrangements arc to be treated under a separate 
independent heading 

In the process of assembling, the idea or opportunitv has, 
necessanlj, to be brought to the kn"owledcc of other parties interest- 
ed m management, finance etc and in doing so the promoter has to 
take suitable steps to safeguard bis own interests acainst piran 
One of the steps suggested is to present the idea onlv to those who 
are known to be honest The other alternative is to take recourse 
to legal protective measures An opportunitv like an invention, 
trade name or trade mark mav be xafeguarded b' taking out a 
patent under the patent laws of the counlri' Things like advertising 
matter mav be copvnghted Opi>orturuties like an idea of combin- 
ing a certain number of existing plants may be protected bv taking 
options, concessions or licences W b\ entering into binding contract*, 
although the difficulties of drawing up a binding acreement 
sometimes said to be insuperable An Amencan ca*e 
R) an) IS Cited as an example of this Haskms conceiv ed the idea 01 
combining a number of plants and look, out options again*t tn^ 
properties He disclosed his plans to Rvan who pretended to^ 
interested in taking them up It w'as alleged that R>an dda'^ 
matters up to the time of the expirv of the options taken out b' 
Haskms and then proceeded with the consolidation hunsrff 
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avoid these situations, sometimes, the promoter has to undertake a 
part of the assembling job himself by taking up leases or other pro- 
perty rights in his own name or in the name of a firm ora board 
of trustees, to be transferred later on to the new company at an 
appropriate time After arranging for the procurement of property 
or the right to use the property the promoter has to obtain the 
consent of the persons well known for their managerial talent and 
ability to take the direction and management The willingness of 
able and reputed persons to accept the responsibilities of manage- 
ment makes the path of securing the financial assistance more 
smooth than it would have been otherwise When the assembling of 
elements of business has been done successfully the promoter has 
m hands what is usually called a “proposition ’ to be presented to 
the financiers 

(4) Financial planning and financing 

This IS the last step m the promotion of a new business The 
“proposition ' has to be presented to the financiers ina well organized 
form The reports of the investigators, accountants, engineers, 
market analysts along with the opinions of lawyers and other experts 
should be attached to the final dr.ift of the “proposition" The pro- 
moter may, already be in touch with investment bankers, capitalists, 
underwriters, etc The parties interested in financing the new business 
will get the “proposition checked and verified by their own indepen- 
dent experts This procedure has alre.idy been discussed earlier When 
the financiers satisfy themselves about the soundness of the “pro- 
position ’ on the basis of the reports of their own experts, a financial 
plan to suit the exigencies of the existing economic situation and 
environment is drawn up to secure the necessary funds , the necessary 
legal form ihties of registration and the issue of prospectus are gone 
through , the securities arc sold and proper organization to take 
over the newly promoted enterprise from the promoter is set up 

The entire foregoing theoretical discussion may be illustrated 
on tbe practical plane by taking the example of the promotion of 
Tata Iron and Steel Company, Jamshedpur 

(1) Dt%ci>vt,ry In 1882, while still working at Nagpur, 
supervising the Empress Mills Tata (late Mr J N Tata) chanced 
to see a document It was a report on the financial prosnects of 
iron working in the Chanda district by Ritter Von Schwarz, a 
German expert, an employee of the Government of India This 
inspired Mr Tata to explore the possibilities of establishing an iron 
and steel works Thus the idea of starting an iron and steel works 
was conceived 

(2) Inveitipahona and analyata (a) Preliminary invesli- 
gations~Tata is believed to have visited Lohara iron ores fields 
He also had the Warora coil analysed and at a later date he took 
specimens to England, where coking trials were made with no very 
satisfactory results After 1900, he took prospecting licences for 
Lohara and Pipalgaon deposits in Chanda district In 1902, he 
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acain tooV <samples of coal to Encland and had expenmcnts made 
in Germanv and Amenca He pcr^naJIj ^^e^t to Carhbad and 
DusseJdorf in Germani in this connection 

From Encland Tala sailed to America He iisited Burmmgham 
standing in the mid'ii of an immen’^ch rich iron coal and limestone 
recion He met Mr ErsVine Ramsa\ and other prominent manufac 
turers of iron and steel and the President of the Steel Trust At Pitts 
burg Mr Tata met Mr George Uestinehouse and other industna! 
leaders and Malted the Mills of the Comegie Steel Compant At 
Pillsburc Mr Tata discussed his plans "iih Mr Julian K.enned\, 
the Head of the firm of Mes'-rs Julian Kenncds Sahlin £- Co %ho 
ad\Ked Mr Tata to institute first a far more thorough and scientific 
insestication of the local conditions rau materials and themarj-ets 
of India than he had hitherto done On (he ads ice of Mr Kennedt, 
Mr Tata eneaced the services of Mr Charles Pace Penn, 
consulting encineer of Tvcvk \ork 

(b) Detailed inresnsotions — Mr Penn first «ent his associate 
Mr C M NVeld ^^ho along wnh Messrs Dorabji Tata and SaUat 

^\ala entered upon a period of adsenturous wand^nnes in CP 
(now Madhta Pradesh) m Apnl I90J Mr \\eld trairfJed wdeh 
in the recion examining the prospects of the supplj of tron ore 
coal and water At the end of his enqumes, \erv reluctanilv, h* 
came to the conclusion that the Chanda projen must b* given up 

On their return to Nacpur the prospectors came to know about 
the ores of the Drug distnet Without losing tune Mr Weld visited 
the DhaJli and Rajhara hills and «a$ full) satisfied Tatasatonec 
obtained a licence and borings vsnh diamond drills were made on 
an extensive scale in Rajhara Hill under Mr Weld s sup*rM«ion- 
The results were highly satisfadorv A rough analvsis of the samples 
showed an iron content or65J”o 'tr Penn also reached India and 
declared these ores as one of the mineral wonders of thevorid- 
Mr W eld earned out a lone and careful «;uncv of the Jhana and 
Ranicanj coalfields and found that suitable coking coal could be 
obtained from Jhana only Samples of Dhalli and Rajhara ores 
and Jhana coal were sent lo Germanv and Am'mca and the tmls 
were declared to be successful The problem of large and constant 
water supply led the Tatas out of CP (now Madhva Prad-shltoa 
site on nver Mahanadi near Sambhalpur at Padampur * 

At this stage the Mavurbhanj ores were broucht (o the notice 
of the Tatas by Mr P N Bose Messrs Dorabji Tata Wdd,Penn 
and Saklatwala visited the Gorumahisani Hills m Mavurbhanj State 

(Onssa) They found that these hills formed enormous deposits of 

iron ore quite as extensive as those at Dhalh and Rajliara rot «> 
compact and not quite so nch but more favourabh situated The 
ores were nearer the sea and nearer the coalfields of B-nsal TTc 

firm entered into an acrcement vikjth the Maharaja of Mavurbhanj 


• Dhalli and Rajhara ores now support the Bb tai steel plant ard the Ronrleta 
plant IS now locajed a IntJe DOrils of Sambhatpur area. 
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with regard to mining concession For the first three or four years 
no royalty was to be paid, later on a small royalty beginning with 
half an anna per ton was to rise gradually to 8 annas per ton Over 
a term of fifty years the average royalty worked out at 31 anms 
per ton 

Messrs Penn and Weld at first chose Sini a junction on the 
Bengal-Nagpur railway about 60 miles north west of Gorumahisani 
Hill as the site for the proposed works But on account of the 
difficulties of water supply and the non availability of large tract of 
land of suitable type for sinking the foundations this site was given 
up in favour of Sakchi (now Tatanagar) near the Kalimati (now 
Jamshedpur) railway station at a distance of 152 miles from 
Calcutta The first stake was driven at Sakchi on February 27 1908 
The non-financial aspects of the investigations of the scheme were 
of a very difficult and trying nature The financial aspects were 
rather easier in comparison to the non financial aspects The total 
financial requirements including block and working capital expenses 
of promotion etc were estimated at about £ 2 millions 

Checking up of in\estigalions—Ki will be explained later, Tatas 
tried to approach the financier of England for financial help and 
on behalf of a group of the London financiers interested in the 
scheme, Mr J Stoddart, chairman of the Parkgate Iron and Steel 
Company Ltd , visited India He brought with him Mr William 
Selkirk, an eminent mining engineer of London Both these experts 
reported very favourably 

(3) Ansembty Properly investigated opportunity of making 
Iron and Steel in India, along with properly-mining concessions m 
Mayurbhanj State and land for the site of the works, and managerial 
ability (to be provided by (he Tatas) were assembled together to 
form a ‘‘proposition” which was presented to the London financiers 

(4) Financing With an idca of getting most of the finance in 

London, Messrs Dorabji and Padshah went to England As men- 

tioned earlier a group of London financiers got the scheme examined 
by their own experts and were satisfied with regard to its soundness 
But there were differences about the degree of control which 
was to be entrusted to the representatives of English investors A 
disposition seemed to be manifested to sweep the Tata firm asme 
Far more disconserting was the lack of interest shown by the London 


money market. 

Mr Dorabji and Mr Padshah, who had spent weary months 
in the city of London without a\ail, after their return conceived, in 
conjunction with Mr Bilimoria, the bold idea of approaching the 
people of India for the financial requirements of the new company 
The decision was a risky one and many predicted failure, but it was 
ampl) justified by the result 

Prospectus dated Augusl 27. 1907 »os issued and the instant 
response of the people was described by Mr Axel Sahlin at a later 
date in the following words “From early morning till late at night 
the Tata officers m Bombay were besieged by an eager crowd ot 
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nati\e in\estors Old and \oung, nch and poor, men and women, 
thej came offering their mites , and at the end of three weeXs, the 
entire capital required for the construction requirements, £ 1,650,000 
was secured, etcr\ penn> contributed b% some of 8.000 natne Indians 
And, when later an issue of debentures was decided upon to preside 
ssorXing capital the entire issue £400000 was sub'^enbed for fa% 
one Indian magnate the Maharaja Scindia of Cv^alior 

The total expenses of proihorion of the scheme amounted to 
Rs 5,25 000 (£35 000) From the time the idea was concened in 
1882, It tool, nearh 25 jears opto the lime of ibe issue of prospectus 
m 1907 

A ser\ thorough investicaiion and careful financial planning 
arcofxerv great importance in the process of promotion of new 
enterprises In normal orcumsiances the future success of a well- 
planned enterprise is almost assured while ill planned enlerpnses are 
likcls to die in their infanc\ without attaining the stage of adulthood 
E\en in the case of state enierpnses the nece-^sitv of thorough 
insestigations in the process of promotion IS not less in a^^ wa> In 
the present state of our dc\c!opmem the imestigations are usiialli 
talen up b\ experts pronded bj foreign collaborators. A few 
examples ma\ be quoted here to gne some idea of the labour and 
effon intohed in earning out detailed imesngations 

The stoo of the insestiptions connected with the promotion 
of the He3\-> Electricals (Bhopal) ma> be bnefls narrated as follows 
The proposals for the construction of the plant were submitted bs a 
number of foreign manufacturers After detailed consideration of these 
proposals the Go\emmem of India decided to enter into a technical 
consuItarcN aereement with Messrs Assomted Eleclncal Industnes 
Ltd of the United Kingdom m N’o\ ember J955 

The first ctep in invc^lications was the preparation of a ques- 
tionnaire to be circulated to state govemraents for succexting mo«l 
suitable sites for the factorj Fourteen sites in different 5taie> were 
sugeested- A team of experts appointed b> technical coa<iult2nis 
assisted b> the technical adviser of the concern Msited the sites in 
different slates InitialK, three sites were suggested a*: «;uit3blc b\ 
theexperts— (1) BarXaKhanafBihar). (2) Bairagarh (near Bhopal), 
and (3) Aniergaon (Hjderabad) 

Barka Khana was onl\ 36 miles from Bokaro and was rot 
accepted being too near a steel plant. The site near Bairagarh was 
also not acceptable on aocooni of the great depth of the black 
cotton soil there But another location near Bhopal ai\ was chosen. 
This site w-as near the mam railwav line providing eas> communica- 
tion with Bombav and the coal and steel areas in hi P , Bihar and 
Bengal Good water suppiv could be obtained from the Bhopal lake 
and electnc power could had from the Chambal Hvdro-Elecine 
Works The site is approxunatclv 1,900 feet above sea level with a 
equable climate The temperature exceeds KX)’ F onJv for 35 da'S 
and relative hunuditv exweds 75'<, onlv for 90 davs in the vear A 
detailed project report was submitted b\ the H E I Ltd in'^o'em- 
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ber 1956 and, after careful examination was accepted by the Govern- 
ment of India in March 1957 The construction of the factory was 
taken in hand in June 1957 and the factory went into production in 
July 1960 

Another type of information throws very interesting light on 
the dimensions of the efforts and labour devoted to the thorough 
investigations m the process of promotion of the Heavy Engineering 
Corporation (Ranchi) The plant is being built in technical collabo 
ration with Czechoslovakia The detail^ project report submitted 
by the techno experts of Czechoslovakia to the Government of India 
for the foundary and forge plant was said to be as heavy as the 
project Itself The report ran into 42 volumes and weighed nearly 
llSmaunds It contained over 1 500 drawings The report was 
accepted after careful examination and the plant is under construction 
The amount of labour and effort involved in investigations leading 
to the preparation of the report can well be imagined than described 
The Bokaro Project was first examined by the Indian consultants of 
the Government of India and these investigations were checked up 
by the technical experts of the United Slates Steel Corporation on 
behalf of the U S Agency for International Development It is 
said that this study runs into seven volumes References to this 
study have been made earlier m connection with the points raised by 
the experts regarding the non financial and financial aspects of the 
project All these examples lead us to the only conclusion that very 
thorough investigation and analysis is essential for the promotion of 
new enterprises 

It has been stated earlier that the promoter renders services 
which are of great economic and social importance and it is therefore 
reasonable that he should be compensated and paid for these services 
These services can be classified under two heads (a) incurring of 
expenses, and (b) assumption of risks He incurs expenses in paying 
for the services of the consultants and experts, for taking out options, 
for acquiring properties and for such other purposes which realty 
serve as foundation stones for erecting the edifice of a new enterprise 
He must be reimbursed for these outlays representing his out-of- 
pocket expenses at cost without any concealed profits All these 
expenses are of a determinate nature as their records are made m the 
books of accounts and are usually supported by documentary 
evidence The value of the second type of service— the assumption 
of risk— is almost indeterminable The promoter runs a great risk 
of not being able to persuade anyone to join hands with him in 
promoting the projected business and thereby losing his out-of- 
pocket outlays m developing the original discovery He must expect 
a handsome reward for the assumption of these risks But it is very 
difficult to determine the quantum of this award 

From the theoretical point of view the promoter may be re- 
imbursed in cash for the amount of expenses actually incurred— the 
out of-pocicet outlays, but for the nsks assumed by him he may be 
rewarded by the allotment of equity shares not paid for in cash This 
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form of pajment sounds reasonable on grounds of econom'c justice 
In case, the promotion turns out, e%cntuaJJ>. to be a failure, the 
equUv shares allotted to the promoter for con^deration other than 
cash ssiH command almost no value m the market and that is «hat 
he actuallj deserves under such circumstances On the other hand, 
if the promotion is successful the degree of success wll be reflected 
in the value of the shares (inclusive of premium) and naturalh in the 
higher quantum of the reward of the promoter In the case of 
excepiionallj successful promotions these rewards arc sometimes quite 
large and the promoter who gets such handsome rewards, as well as 
the management responsible for giving such rewards arc both 
subjected to harsh and sometimes uncbantable cniicism- Bui the 
critics, in such cases complelelj ignore the other side of the picture 
The earlier investigations sometimes cost the promoter lakhs of rupees 
if the project does not reach the stage of becomme a ‘proposition', 
there is no source to which the promoter can look for reimbursement 
of the oul-of pocket outla>s, and in such a case the loss is ctitircK 
his and his alone The exceptional rewards should realK be judged 
against the background of the possibilities of heavv losses likclv to 
be sustained- 

Someiimes the promoter ma> be compensated b> giving him an 
option to purchase shares of the new corporation at a fixed price 
within a fixed penod of time This is said to be a «>mmon practice 
in the United States of America for compensaiins the promoter 
This method offers an opponuDit> of making substantial gams in toe 
future without immediate investment of monev, in case ihecompanv 
IS successful and the price of shares nses above the fixed purchase 
pnee This option will be exercised onlv when the shares begin to 
sell at a premium above the fixed purchase price This method of 
compensation IS acain an outcome of the uncertaintv that surrounds 
the chances of success or failure of a new business For giving such 
option to the promoter, warrants, pving a right to purchase 'hares 
in future, are usualh issued In a number of notonousl) fraudulent 
cases, the promoters were paid for their 'crv ices in the form of sha^ 

In most of the states of the USA, laws (popularlv known as ‘BKf 
Skj' laws) to protect the interests of the investors from being diluted, 
have been passed. In extreme cases of fraud, it is said, promoter 
sold to the investors nothing more than a few feet of the blue 'kv 
The ‘Blue Sky’ laws generally require the shares I'sued for considers 
tion other than cash to be placed in escrow with the Secuniiw 
Commission for a certain period Sav for example, according to the 
law of a particular slate the promoter s shares will remain in escrow 
till a dividend of 6 per cent is declared and paid on all out'tandir' 
shares. If the company fads before the declaration and pavrocni'i 
6 per cent dividend the promoter's 'hares stand at the boiton fer 
payment , they can be paid only when all other securities havcbew 
paid off 

In theory, according to the foregoing discussion, iheprompi'i’ 
may be paid in cash for his out-of pocCct expenses and meqi-’’' 
shares for the nsls taken and intangible services rendered by 
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But in practice, the modes of compensating the promoter vary 
considerably from company to company and usually take one or more 
of the following forms in India 

(1) ComrmjjioM— Commission may be paid to the promoter 
on the purchase price of the property or business acquired by the 
company through him 

(2) Profit— Ihe promoter may purchase a business or other 
property and may be allowed to sell the same to the company at a 
higher price or he may sell his own business to the company at a 
profit 

(3) Lump sum — The promoter may be remunerated for his 
services by the company by means of a fixed amount of money as a 
lump sum 

(4) or q/pce— The company may gise a good job or some 
office of profit to the promoter In India, the promoter is usually 
remunerated by being appointed as the Managing Agent, Manager, 
Managing Director, Secretary or Treasurer of the company 

The remuneration may be paid in cash shares or debentures 
or partly m one form and partly m another 

No one can deny that the promoter spends time and money 
and stakes his reputation on untri^ and therefore risky projects 
and consequently he is entitled to be reimbursed for his outlays and 
to be rewarded for the risks assumed But the functions performed 
by him are of a unique and indeterminate nature and his relationship 
with the company promoted by him of a very peculiar nature, 
rather difficult to define and delimit He does many things and 
performs duties on behalf of an enmy which has not yet come 
into existence He, therefore, cannot be defined as an agent as the 
pnncipal is non-existent He cannot, even, be called a trustee m 
the full sense of the term because he is interested in profits resulting 
from successful promotion and is thus not a disinterested person 
Under these circumstances his relationship with the company and 
the subscribers is said to be fiduciary — a position of full trust and 
confidence As a corollary of this relationship the promoter is 
expected to follow or adopt a definite code of conduct in his dealing 
with the company He must reveal all facts with regard to the property 
and other deals which are likely to influence the decision of the 
company He must not make secret profits out of the transactions he 
enters into on behalf of the company , he must give to the company 
the benefit of all contracts made by him on its behalf , he must not 
make an unfair use of his position and he must disclose all mate 
rial facts to the company 

. The promoter must act \n foil good faith otherwise he may be 
held personaViy ViaVie lof arts done on bidnM t’lie toirrpuTiy dcirmg 
the course of promotion Prior to incorporation the promoter enters 
into agreements or contracis for materials, real estate or services 
These agreements and contracts have to be ratified, adopted or 
assumed by the new company after its incorporation to release the 
promoter from his personal liability Unless he discloses all the 
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matcnal facts, re!e\’ant to the contract, its adoption or assumption 
mil not be binding on the company , any ■^ecrecv or concealment of 
fads on his part mil make his position indefensible in a court of law 

The adoption of a preliminary, preincorporation contract be- 
tiseen a vendor and the promoter b> the company after its incorpo- 
ration is not sufficient to release the promoter compleieK from his 
personal habihtv The fact that the adoption of a prehmmary contract 
IS made one of the objects of the companv in its memorandum or 
articles or ibai the company has passed a resolution to adopt il mil 
not create a contract between the companv and the other parts 
The only way suggested to overcome this difficuhv is that the 
company should enter into a new contract with the vendor drawn 
up entirely on the same lines and in the same terms as the preview 
contract entered into vsiih the vendor bv the promoter on behalf oi" 
the companv This procedure is called ‘Novation For this pur- 
pose a clause is inserted in the articles of the new company which 
refers to the prcliminan contract and provides th-* “Le companv 
shall adopt it and that the directors shall carry it into effect forth- 
with After the registration of the companv the adoption ts affected 
by making a npH cofl/rac/ This contrac« made between the vendor, 
the agent and the company, puts an end to the old contract between 
the vendor and the agent or trustee and incorporates its terms as a 
new contract between the vendor and the companv This relieves the 
promoter of his personal liability 

As a consequence of these difficulties the usual practice now 
IS not to make any contract before the repstraiior of the companv 
but to agree to the form of a ‘draft contract* lo be entered into b\ 
the vendor or the promoter and the company after incoTioration 
This ‘draft agreement* is referred lo in the Memorandum in the 
‘objects clause (usually as the first clause) and also in the Articles- 
This draft agreement is initiaUed by one or more of the named 
directors, or by a lawver, «;oliator or accountant of the company 

The agreement then comes up before the board of director^ after 
the company has been registered and has become entitled to com- 
mence business In the meeting of the board of directors, the agree- 
ment is adopted, signed and scaled after due consideration- 

Proxnotioa and Companies Act 

The Indian Cbniparues Act, 1956, is very stnet towards Ihovf 
who promote a companv and having promoted conduct and manace 
its affairs. It prescribes a npd c^r of conduct for those who 
promote a company and manage Its a^airs subsequently The Act 
requires particular care to be i^cn while inviting subscriptions for 
shares or debentures of a company and raising capital The greatest 
care must be taken m handling funds raised on behalf of the companv 
and must be properly accounted for Thus the Aa completely safe- 
guards the investor against fraudulent practices of promoters, direc- 
tors and others concerned 

(1) Promoters' responsibtUty — Under the spirit of the Indian 
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Companies Act, the position of the promoter m relation to the 
company he promotes is assumed to be fiduciary one, i e , a position 
of full trust and confidence towards the company By virtue of his 
position as such he must be faithful to the company throughout as 
he IS ansv.erable to the company for all his acts of omission and 
commission from the time he sets out to form the company He 
must conduct him very carefully and must not make an unfair use of 
his position and derive any secret benefits or make any secret profits 
out of the transactions he carries on behalf of the company When 
time comes, he must disclose all materia! facts and render full and 
faithful account of all profits or benefits to the company He is 
personally liable on contracts he makes with the vendor or others on 
behalf of the company during the course of promotion 

(2) Issue of application form for shares or debentures The 
Act prohibits issue of an application form inviting subscription for 
shares or debentures of a company unless the form is accompanied 
by a copy of the prospectus which contains the terms and conditions 
of the issue This enables the prospective investor to sec for himself 
the conditions of the issue and the status of the company before 
applying for shares or debentures 

(3) The issue of prospectus— Oat of the important steps in the 
process of formation of a company is the raising of capital Capital is 
collected over a wide area in and outside the country The terms 
and conditions of the issue of capital are set out in the prospectus 
and the adequacy of finance and the ease with which it can be 
obtained very much depend on the attractive nature of the pros* 
pectus The prospectus, at the same time discloses full facts to the 
prospective investor The present Indian Companies Act, in order 
to safeguard the interests of the investor against fraudulent issues, has 
considerably enlarged the provisions of the prospectus The Act defines 
the term prospectus to mean any notice, circular, advertisement 
or other document inviting offers from the public for the subscription 
or purchase of any shares or debentures ' The prospectus must 
contain detailed information about the company, its financial plan. 
Its management, etc so as to enable the investor to judge for himself 
v^helher to risk his money or not The statements contained in the 
prospectus must be accurate, complete in all respects and true They 
should not be misleading The prospectus should reveal the facts 
m their true colour No ambiguous phraseology, unfair reservations 
or half truth should be allowed to creep in the prospectus The 
financial statements and opinion of experts, if included in the pros- 
pectus, must be supported by the reports of auditors and accountants 
and the consent of experts If any misstatements are included in the 
prospectus those responsible for its issue are held liable and the 
investor can get back his money or damages, as the case may be 

(4) The minimum subscription — Many a time, corapames arc 
formed with inadequate capital These companies either come to 
grief soon after their formation or have a very bad career In order 
to check the formation of such undcr<apitahzed companies, the Act 
prescribes for the minimum subscription The object of this provision 
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IS to pre\ent anj compan> commenaDg business unices adequate 
resources are a\a3lable to gi\e it a good start Tbe nunimura 
‘iub'^cTiption IS the amount s^hich must be rai'-ed to proMde for the 
following . 

(a) purchase price of an\ propcrt\ purcha«-ed or to be pur- 
chased out of the proreeds of the issue 

(b) an> prelimmar\ expenses and comnussion pajabJe b> the 
compans to an\ person »n consideration cf fais agreeing to 
subscribe for shares of the compans 

(c) the repa%men! of an\ loans in respect of an% of the fore- 
going matters 

(d) worLing capital and 

(e) anx other expenditure 

{5| Minimum paimem with application — The shares max be so 

issued as to fulhl the eondiiion of minimum subscription, but the 

actual paxment on each share mav be inadequate The Act. therefore, 
proxidCb that the amoum paxablc on application on each share shall 
not be less than 5 per cent of the nominal amount of the share. The 
companx js also under an obligation to see that cxen sharcbcldcr 
p3\s the said amount and that no allotment is made without cow- 
phanre vxilh this requireraem Ao> allotment made rxubout pax-mem 
of at least 5 per cent of the nominal xalue of the shares is, therefore, 
inxalid 

(6) fietura of eppUcatten more) in case cf fcilure of ihe 
subscription — There mav be cases of fraudulent formations of com- 
panies xMthout anx intention of commencing a business. The motixe 
maj be strapl> raismc monej from tbe public fraudulentlv. The 
Companies Act, therefore, enjoins on the promoters to let? the 
application monex receix ed from applicants for shares deposited in 
a scheduled Bank m a separate account till the corapanx gets the 
minimum subscription and the certificate for the commencement cf 
business If the condmons of the mmimurr subscription or cf 5 per 
cent application mone\ are not fulfilled d d as such the companx 
fails to gel the certificate for the comme-cement cf business, the 
application monex must be returned with interest to the applicants 
concerned. 

(7) Issue of shares at a discount — Ordmanlx, cxen sharebolde' 

IS required to p3> the full nominal value of his shares in cash and a 
company is forbidden to issue shares at a discount. Even if the 
companx is in diff cultjes or xx-ants to compromise a creditor's claiin. 
it cannot issue shares at a discount A contract for demg so is xcid- 
This proMSion IS a check against granting favour to certain share- 
holders and disfaxounng others 

(8) Issue of shares at a premium — A companx has poxxcr to 
issue shares at a premium "nierc was no specific proxision m tiie 
Indian Companies Act for the proper application of premium so 
receixcd prior to J9o6 with the result that misuse cf funds thu' 
collected was not lacking Tbe Act has therefore, now laid down 
specificallx how the premium collected cn the issue of shares should 
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be utilized The Act prohibits distnbution of share premium by way 
of dividend The amount of premium is termed as a separate class 
of paid up capital of the company and is kept intact till the winding up 
of the company The Act, however, permits the application of the 
share premium to write off capital losses of the company 

(9) Underwriting of shares — Underwriting is a method by 
which a company which offers shares for public subscription ensures 
that the whole of the issue or at least a part of it to cover the amount 
of minimum subscription is taken up It is done by means of an 
underwriting contract entered into between the company and a 
financier The promoters may themselves serve as underwriters and 
charge high rate of commission or they may contract with a weak 
financier to underwrite the shares of the company resulting m a 
failure ultimately, thus involving in trouble all the subscribers 
of shares of the company In order to safeguard against malpractices 
and misuse of power, the Act requires the disclosure m the prospectus 
of the names of underwriters and the opinion of the directors that 
their resources arc sufficient to discharge the obligation The Act also 
requires disclosure in the prospectus of the amount of commission 
paid to a promoter or officer of the company during the preceding 
two years of the issue of prospectus The Statutory Report should 
mention the reasons for the failure of an underwriting contract 

(10) Capital of managing company— Thtte have been cases 
where the capital of the managing agency company has been inade- 
quate as compared with that of the managed company The Company 
Law Committee suggested that the intending subscriber was entitled 
to information about the financial standing of the managing agency 
company and the Company Law requires the disclosure of this 
information in the prospectus 

(11) Property to be purchased and tenders thereof— h i% 
possible that financial frauds might be committed by promoters in 
the transactions relating to purchase of property for the company 
The Act, therefore, requires disclosure in the prospectus of full facts 
about the property to be purchased and the vendors thereof The 
information must be given lor the transactions of purchase of 
property that might have taken place m the preceding two years 

(12) Other disclosures — The Act also requires disclosure in 
the prospectus of other matters likely to help the investor in arriving 
at a correct judgement about the company and Us finances and 
management etc , viz 

(a) Preliminary expienses and the persons by whom these 
expenses have been paid 

Awj t'.via Va a. at offket ui the Lwo 

preceding >ears and the consideration for the same 

(c) Particulars of all material contracts made m the two 
preceding years 

(d) Full particulars about the interest of any director or 
promoter m the company 
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Factors Affecting Long-term Finance 


Middle of 18th ccmuo 

tveenlhe old and old methods of pio- 

changes brought about by Indusinal R^ol , ^ method the 

ducuon tiere replaced b) nev. „ „^s the process of 

tools and appliances »hich jssis^ the nielhods required 

manufacture were simple and cheap , b ^ 

not onlj complicated t,^s aJd workshops m 

nerj but also costly buildings ailed fartonK 
place of domestic places of woik. “2 durable in ccmpan'Od 
Jlantand machinery f if modero ”“5 of 

to the appliances of the old system. Most “ ^rrnce for 

production are of a durable nature, nnt^ . p_ 2 j,u£s required for 
longpenods of time Naturall)* funds an bt «nplo>td 

aoqumng fitted assets of n " a “unti of 

over long periods of time The ne^for oolto deselop- 

money for long penods of the jnanatement of 

mentor certain principles which 2 ,f„i)f 7 or lone ^cds of time 
funds employed in bnnness and industiy for Mg p 
The principles foim the tas.s of ^ 

manaeements but in practiix the pitoes “te lona-teim 

infiuence of emrtonmental ftndors The ,r ^5 
finance and the factors affecting the aota^ I=ttms 
finance ate to be discussed briefly m 'h' ^ 

The assets to be acquired bv different tyP^ business 

sen saned in characlet , ’•““f °T thm tast a S ^ stillothers 
lasts Itself, others last for a long but defimte peiiom 
sineonlv for short penods 'f "futa pr^aied to 

first category of assets should be obtM^ ft r js for the second 
S for the" repayment ^ost “isSle at a fised 

cateuory should be obtained T“ ^ ty pc^hould be relum- 
future dale , the ™'’’°"^a‘ror thiS tbS weie oblamed or at 

’S'intS of factors which are either internal or estemah 
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Internal factors 

Age of the buaineaa or tnduatrial unU Just like the indivi- 
dual human bemgs the individual firms or companies also pass through 
different stages of their life-cycle , after their birth or incorporation 
they pass through the period of childhood and then attain maturity 
and adulthood and finally reach the old age and infirmity , in the 
end they also die like human beings through the process of liquida- 
tion, and cease to exist The requirements of life of the human 
beings are different at different stages of their life In early child- 
hood or infancy milk is the mam support of life, but in youth, 
representing the period of vigorous growth, all types of nourishing 
food both liquid as well as solid is consumed But when old age 
sets in, the requirements of food decrease and one has to become 
selective in the matter of consuming different types of food available 
to safeguard his digestion from being impaired Almost similar 
principles hold good in the case of individual firms and companies 
During the period of early childhood the temper of activities rises 
slowly and income is insufficient to meet the obligations In such a 
situation It IS desirable that equity shares or common stock provide 
the necessary base for procuring funds and long-term fixed charge 
securities are not issued 

The amount of funds required initially may, however, influence 
the choice and judgement of the management Certain types of 
businesses like the iron and steel making or automobile manufacture 
require huge sums of money initially for setting op a unit of a 
reasonably efficient size The huge amount of funds required make 
the approach to the capital market and to the various classes of 
investors almost inevitable and the management finds it difficult 
sometimes to confine its choice to equity shares or common stock 
only It takes recourse to a wider range of securities to obtain the 
necessary funds But sometimes the risks involved are so great that 
even in the case of a large business the management tries to confine 
Its choice to equity shares or common stock only 

A properly nursed enterprise attains adulthood and enters 
upon a period of balanced growth As the intake of food of a 
grown up human individual is more and varied and the power of 
achievement great, so the financial requirements of a successful adult 
business unit are far more m comparison to its early days and its 
increased productive capacity usually brings in higher incomes 
Rising income provides the necessary bases for the addition of fresh 
capital Increasing capital needs have to be, and can safely be, met 
by tapping varied sources of capital supply During the period of 
vigorous growth and rising incomes fixed charge securities can be 
issued safely and advantageously Success of the business helps to 
establish conhdence m the minds of even the conservative suppliers 
of capital and this period is most suitable for embarking upon capi- 
tal operations usually known as ‘trading on equity' Cheap capital 
from outside is used advantageously for paying higher dividends to 
equity shareholders This is also the time for preparing well-drawn 
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up plans of debt reducijon and for putting them into operation to 
conserve a part of the nsing incomes to meet the debt obligations in 
future at their inatunt\ 

Slow growth I'i financed man\ times from internal resources — 
saved earnings — of a prosperous business But somciimes the 
opportunities of rapid growth and expansion unfold themselves 
suddenlv in se\eral new directions and progressne and energnic 
managements trv to tale such opportunilies b\ the fcrclocLs For 
meeting the requirements of rapid growth and expansion ihei hav e 
to issue a xanetv of secunites — shares bonds and debentures— to 
male the broadest possible appeal to different tipeofinresiors 
During such penods a ;udioous use of fiscd-charge hanng secuniies 
along with bonus shares and rights issues is perfeeih justified both in 
theorv and praaice In India ai the present time we are actualh in 
the midst of such a period of planned rapid growth of industries 

In the case of human indnjduaJ> after maiunJj the old age 
begins 10 set in the strength and worlicg power declines, the 
digestion gets impaired and one has to resist the icmptatioa of nch 
foods A wise man winds up his affairs and final!' dies peacefull'. 
Similar is the case with firms and companies. The penod of develop- 
ment and matunt' of individual units mav be long or sometimes 'm 
long but in the long run each and ever' unit has lo face decline and 
ultmiateh death Man> times the ultimate death is postponed for long 
through the process of reconstruction, moderoiianon and refinanong. 
But ultimateiv like human beings, institutions are also mortals. In a 
business unit the siting m of ’decline and old age mav be beraldsd 
bj a decline in incomes and earnings A wise management should 
meet the sjiuaiion creaifd bv ibe decline in the income bv bnnpng 
about an equal reducijoe »n tbe fixed c^rges. This should be done 
b\ the retirement and discharge of debt and other fixed-charge 
bearing securities b\ using the fundi, accumulated through the process 
of sinking funds and other similar reserves created during the penod 
of pTospent) and erowth. As the carmnes decline a parallel reduction 
both m assets and obligations is desirable ^nallv . as the manage- 
TOcni feels that its services arc no longer required b\ the communitv. 
the remaining assets should be sold off and the proceeds utiliced for 
paj mg off all contributors ofcapital— owners as well as creditors — 
an alert and honest manacement working under normal circum' 
Stances should be able to p 3 ) off aJJ bonds'aad debentures at iheir 
different dales of maiunij. to redeem the preference shares and to 
return to the equiu shareholders an amount equal lo their onginal 
contnbuiion plus an amount of the residuan surplus remaining at 
the end after meeting all other obbcalions In principal an ordinarv 
shareholder who remained a member of the companv fron the dav 
of promotion to the dav of final dissolution or liquidation should 
have received m dividends and the return of the principal a total sum 
equal to the amount of his ongmal capital contnbuiion plus a normal 
rate of return on bis investment 

Control of management. At the time of promcljon of a new 
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company usually there is a small group of mHuential persons who 
take initiative in organizing the company They also have m mind 
the idea of retaining permanent control over the management ol the 
company This may be done by keeping a mijor part of the voting 
power in their own hands They might also desire to secure contro 
by minimum investment in the form of capital Long-term financml 
policies of the company are affected considerably by this desire of a 
croup to keep the management perm inently under their control 
Majority of the equity shares may be taken up by °r a 

substantial portion of the voting shares may be shotted to share- 
holders scattered over a wide area These 
find It possible to be able to present themselves m the 
mnuence the voting The desire to retain control with a minimum 
amount of investment may result in the issue of a 
of non-voting securities like preference shares or “J 
like debentures and bonds This device 

to acquire control over a large proportion of * mni 

minimum investment The same result 

equity shares of a lower face value deferred 

preference shares of a higher value, say Rs 100/ b ^ 

shares of Rc 1/- were also used almost for the same purpose 

KcpiitatloM of management and 
concern. Management acquires reputation by sho 88 ‘other 
results When persons who have shown ", 

ventures arc connected with a new concern, the . 
confidence in the investing classes Similarly, when . 
been earning good profits for some time, ^ ..j credit 

provide fresh funds for us expansion as the unit is fon id^red credit 
worthy These factors help the company m «cur ng "“css^ 
finances on better terms .required amount ..j,' 

by mu.ng p,.fcrc„« share, hav.ns "» f iS'uS 

participation Matures or conversion thr. contrary a 

debentures may be issued without any difficulty ncrso'ns 

company which docs not enjoy the privilege of ® does 

of good managerial reput.ition on Us ^ard of m g difficult 

not have a good record of credit-worthiness muy ’ fusuallv higher) 
to issue securities which do no* have not been 

rate of returns or to which some special privileges have not been 

attached 

Rate of returns and the stability of earnings 

(a) Role of Returns — If a business *' J’hv niouch- 

returns it IS likely to finance Us growth and devel p .^1 ,q jgH 

mg back Its own^arnmgs Such a business ’f, S„°i.red 

securities to any substanti.ll extent to obtain fu , ‘ P 

for expansion Higher rate of return is n , re usually 

existence of a potential for expansion and rciai P ^ ‘ ,,, 

employed to finance the growth of such a , jie 

business where the returns are moderate retained earnings cinnot be 
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expected lo plax an imponsnl role ssd expansion max bsxe lobe 
financed b\ an i^«;uc of ntv^ «,ecunlies 'whicb nug,bt include debentures 
and preference shares besides equiu <ihares A companv sMth poor 
returns js not lii.d'v to base an\ Mjb«Jtanlial amount of retained 
earnings but on the other hand ii mav hase <.o little insestoeni 
appeafthai there maj be no aliemalne except to rej\ on own 
poor resources for financing its grouih. 

(b) Stabilap of eamwgs—A number of factors maj influence 
the stabililv of earnings two of them — solumeof bu^ne^s or sales 
and profit margin — are more impcrtant The loJume of business 
m3^ fluctuate on account of the coirpetiiion from other units, 'hifis 
in fashions or si\les o’- on account of the influence of business cndc 
or the changes m the use of substitutes TTie changes in the marpn 
of profit mas take place on account of cuts in prices h\ competitors, 
slow iumo\eT of the stocX or the difficulties imposed bj liflexlble 
costs of production 

The \oIume of business seems to be more stable in certain l\pes 
of industries than in others Tbesolumeof business of cou’^umcrs^ 
goods industnes is usualh more stable than those ofibeprrducsrs 
goods industries the sales of the products of food industries art 
more steads than those of the iron and steel or conslruclion tndus- 
ines . industries producing articles basing low unit prices liLe 
agarelies or matches enjos more stablesolume cfbusintss ,coinpans 
enjostng monopolistic or semi-tnonopolislic position on account of 
control of rass matenals, secret processes or patents or franchise 
mas also cn;o% the benefits of the siabihis of the xoluine cf 
business 

In dcMSing the capital structure the *iabihl% or unstabihts of 
earnings should be g3>rn due wcighL More conscrvatiie opinion is 
that industnal enterprises (as distinguished from utilities) should not 
include fixed charge secuniies at all tn tbeir capital structure, but a 
little less conscnatt\c opinion is that the use of fixed charge securities 
in the opitaJ structure of the industrial companies should be so 
bmiied that at least iviice the amount of fixed charges pax^ble is 
earned during the least successful periods of working of these 
concerns Industries which earn handsome profits sometimes 
and ool) meagre profits at other tunes are designated ‘pnnee and 
pauper' industries Compames in such fields usuallx require 
fixed assets and the% can use a substantial amount of borrov^ 
capital for acqumng the fixed assets onl\ if tbev consene a goOT 
proportion of their earnmgs -when 1 he\ are princes to meet the fixed 
charge obligations djnng the lean periods when tbev arepaupe’s- 
The same pnncjpJe js lo be applied m the case of companies whose 
earnings are irregular The averages of irregular earnings over a 
period of time might justifv the issue of fixed charge secuniies if me 
dips in earnings are carefull> set off anainst the peals b\ properfv 
conserving the peal earnings to meet the obligations dunng 
penodsofdips On the whole the general principle to be followed 
b\ concerns subject to the nil of unstable or fluctuating carninE 35 
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that as far as possible the issuance of debt securities should be 
avoided, of preference shares should be kept at a minimum and of 
equity and bonus shares should be favoured and relied upon In the 
case of public utility concerns the earnings are more or less 
regular and steady and in their case debt and fixed charge securities 
can form a laree proportion of their capital structure In the U S \ . 
the capital structure of certain gas and electric companies consisted 

of equity securities only to the extent of 30 per cent and rest of the 
70 per cent comprised fixed charge securities (debt 50 per cent and 
preference 20 per cent) 

Nature Tangible assets with long life of usefulness 

are sometimes considered to provide a good basis for the issue ot 
long term securities Similarly current assets are associated with short- 
term finance It IS thought that the soundn«s of assets for borrow- 
ing purposes is closely related to the physical and productive lengt^h 
of life of individual assets although this life may ^ 

shortened on account of new ‘"ventions or technological develop 
ments, and the assets may be rendered obsolete long before the 
redemption of the securities issued against them , Assf « 
highly specialized character unsuitable ^ 

the wasting assets like mines which gel exhausted fur ng he course 

of normal operations and are non reproducible, are les 

basis for the issue of longterm securities As a result of long 
experience modern trends seem to indicate ‘bat long pby8>«‘ ‘'J; 
of assets does not insure either stable capital value or a steady flow 
of earnings to provide a sound basis for the 'ss . , y. 

long term securities , while permanent need for cu desirable 

stocks of materials or saleable goods may be ^crisidered as a de iraWe 
basis for long term financing This tendency is ^ 

shifts m the hnancial practices followed by W 

tobacco companies The railways try to avoid ® . ,u „ resort 

use their own retained earnings for financing cqu p y 

to intermediate credit The tobacco companies, 
are replacing a part of their bank loan finance by g 

Ratio of fired and teork.ng which 

capital bears to working capital is al^ said to 
affects long-term financial policies This ratio to a v y 
extent .8 the result of the nature of ‘be md stry m 
particular unit is operating It is also dependen P 
of several stages of working withm one P Q^mav not 

eating, setting and customer financing |“’}?Xs,mply engaged m 
all be performed by the same unit brm simp y g 5 
distribution needs most of its funds m th^ ^°‘^^l,,,iness requires major 

while another firm undertaking manufacturing b a 

part of Its funds m the form of fixed capital U s«ms j 

firm using major part of funds as ^ requires 

capital on the long term basis while ^fo^ber firm 

major part of funds as fixed capital may take re pointed out 

the instruments of long-term finance and credit But as po nieu 

previously long term assets represented by fixed capital do not 



1 1 2 Elements of Corporation Finance 


greater For units m such tndustnes it is advisable that they should 
include more of equity securities in their capital structure as 
compared to (he units in those industries where the competition is 
not so intense 

Condition of the miestmeni tnarket—Thc choice and pTtfeien 
ces of the investors for different type of securities continue to change 
from time to time Custom and experience give rise to likes or 
dislikes of the investors at a particular time for certain types of 
securities Usually during the periods of brisk industrial activity 
equity securities may be favoured by investors and during the 
periods of dullness in the industrial field investors maybe favour 
ably inclined towards bonds or debentures High rates of taxation 
may also sometimes discourage investment m equity securities At 
certain periods of time certain types of securities are more popular 
than others with the investing classes of people In India invest 
ment in Government securities was more popular than the invest 
ment in industrial securities Custom and experience may be partly 
responsible for such attitudes exhibited by the investors and partly 
they may be the results of mere whim and prejudice But these 
investor preferences and attitudes exercise a considerable influence 
on the choice of the managements of industrial concerns in selecting 
the types of securities to be placed m the investment market at a 

particular time with a view to reducing the cost of financing or to 
ensure the supply of necessary funds On account of the conditions 
prevailing in the investment market at a particular time a company 
may be forced to issue a particular tvpe of security it does not prefer 
and may have to undergo the ordeal of refinancing at a later dale 

Rates of interest praailing in the morkef— Theoretically when 
the conditions in the capital market are normal and the interest 
rates are considered to be normal the rales for comparatively short 
term funds are lower because from the point of view of the suppliers 
of funds short term contract implies less risk and greater liquidity 
to the contrary the rates for funds required for comparatively longer 
periods of time must be higher because more distant future implies 
diminished liquidity and greater risk But when the conditions in 
the capital market are not normal and the prevailing rates of interest 
are either low or high the trend of thinking and reasoning on the 
part of supplier of funds will be different If the prevailing rates of 
interest are considered to be low the supplier of funds will be very 
hesitant m committing their funds on the basis of long term con 
tracts as they expect the rates of interest to rise in the near future 
They would naturally like to supply funds for short periods on the 
basis of short term credit instruments But when the interest 
rates are considered to be high the suppliers of funds feel more 
interested in long term securities because they wish to seize the 
opportunity of entering into a long term contract on favourable 
rates before they begin to decline 

The rate which an individual company must pay for obtaining 
the necessary funds is detennined besides the general level of 
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interest rates prevailing in the market at the time of financing, by the 
credit standing of the company in the market and the form and type 
of security chosen to be offered The choice of the form or type of 
security, in its turn, is dependent upon the comparative costs of 
alternative forms, the degree of risk to the company involved in the 
use of various forms and the availability of finance During the last 
few decades the cost of debt finance has been lower m comparison 
to preference or equity finance Under such conditions debt 

financing may be chosen in spite of the risk it involves on account 
of Its cheapness and availability Then again as between the short- 
term and long term debt the weaker companies may resort to short- 
term debt because it is cheaper and more readily available although 
It involves a potential threat to solvency on account of the recurring 
necessity of repayment and renewal In some of the industrially 
advanced countries the short-term bank lending rates are lower than 
bond yields During such periods of low short term rates there is a 
strong temptation to obtain funds on the basis of short maturities of 
low cost But It may be more prudent for average company manage- 
ments to secure long-term finance on somewhat higher rates to 
safeguard themselves against still higher rates and paucity of funds 
later on The higher cost at this time may be justified as it assures 
a command over funds obtained now over a longer period For com- 
panies, having a strong financial position, it may be economical to 
pay a higher bank rate and wait for a future opportunity of financing 
on a lower yield debenture basis rather than to commit themselves 
over a longer period at a higher current rale on long-term debt 
securities A safe and conservative opinion, however, is that where 
there is a possibility of making choice, it is better to decide in 
favour of long-term financing so as to be able to secure the benefit 
of the device of liquidating the obligation gradually and conveniently 
from funds set up for this purpose rather than be compelled to 
take resort to refinancing operations under uncertain and probable 
inconvenient conditions prevailing m the capital market in future 
The preference shares carry with them a minimum obligation on 
behalf of the management to pay regularly the stipulated rate of 
return or to repay the principal Preference capital assumes more 
risk in comparison to the debt capital and as such normally costs 
more than the debt capital Large sized companies with a better 
credit standing arc in a better position to sell preference shares m 
comparison to the companies of a smaller size During the period 
of the upswing of the business cycle, when business confidence is 
high, preference shares can be sold easily almost on debenture or 
bond yield basis The conditions arc likely to be equally unfavour- 
able during the period of difficult or unhealthy business conditions 
In the case of the cost of equity capital a rough measure of 
cost IS the relation of earnings to the price per share A correct 
measure, however, would be the relationship of future earnings to 
the price because a particular pnee js paid in the hope of espeefed 
future earnings But the future earnings may be over- or under- 
estimated and accordingly the relationship of current earnings to 
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fater penod of «; „„ a return of 7 per ceM ordt 

the equtti Ihc eaminus "ere depressed onlv 

because the people ‘ orofits'tares SimilarU dunnu 

temporarily on account of cx^s pro^^^ ^ 

earl, post "at beinc earned currently bemuse the 

which nearly 14 P'^ were temporarily inflated on 
Lruroftfltou‘a’’rfp-suresaud the post "ur boom "as uo. 
gojng to last lone -i- 


Eojiiv, to last lone oonnrtumtv ts much more 

The choice of proper ^ f ares than in the case 

important in the case "efteroee shares because a deben 

of debt securities or rrfeemab e prererraeesn^ 

tute or redeemable P'/f'/™' ^ye future opportunity but the same 
financed at a lower rate at a suitabte luini FF manacement 

procedure is not applicable to equity ‘ssp^ securities at a time 
Should asoid scrupulously is’lilelv to be lower than 

"hen the price receised for the nrosh ,be proporrion of 

the xalue behind the yers oflhe nt" issue is Id-el' 

future earnings to be gn en to the holdm \\ hen new equit' 

to be much higher than the new funds an^^^ „ share 

finanmne reduces the " ^^ned This type of 

a state of dilution is said to hate oaurr sbareholders "tach 

causes a deep injury to ‘"'J5”''^jat of these implicntioy the 
cannot easily be repairri On aiTOunt caution and the 

proposals for new equity ^on behalf of the manage 

most serious thought and consideration o 
meut ■ — me ta- 


mem _ ^ ocneets of the income tax 

lacomr inx poho ’’f Firstly, the interKt on 

policy of the state requite mi purpose while the 

Luds and debentures „,es of 

dividends arc not, and secondlv, inc reached a seri 

hav e been nsmg contmuoosli speahmg the 

hieh piteh at the present tune .^®“|'’,'he last few years have 
yield and dividend rates in India while the meome tax 

been about 4, 6 and 10 per cent r«p ^ ^ aad after 

audthecorporatiuntaxtaUntogethH P" T'efcrat 

maljug allowance for rebate has ” can P“','’?. , Sr 

taxable profits This means that a mp 

interest on the borrowed capital ^7 '5™y=„a of 6 and 10 Ptt®'"*,;* 
paying a preference and otihnary dnmeu rcspeimv ly 

must earn double the amount, le. 1- nu F of borrowed capital 

K a eompanv emplovmga subjau lalamo™^ f„ 

i-,Ti earn 20 per cent on its capital it «n 4 ;q per cent tax 

raving 4 per cent debenture a smkmg fond to meet iW 

ft an still have 8 per cent to provi-e fo puis a premium 

debt oblmations in abouttw^eyram ownership 

SfSeSsmvorerXeu. m debt finaueiug ha> e to he 
into consideration 



6 


Capital Structure 


After discussing some of the important factors to be taken 
into consideration by the managements of companies in shaping 
their longterm financial policies wc now proceed to examine the 
bases of determining the amount of long-term capital required and 
the forms of securities to be used for raising the total amount of 
capital In this connection it is necessary first of all to mention 
some of the important terms used by different writers on the subject 
Some writers use the term capitalization to represent the total 
sum of all the long term obligations of the company in the form of 
ownership and borrowed capital and they refer to the various kinds of 
securities that make up the total amount of ownership and borrowed 
capital as the capital structure Some other terms like financial 
plan and financial structure are also used almost m the same sense 
in which the terms 'capital plan and ‘capital structure’ are used 
Authoritative writers, however, try to make some distinction between 
the different terms for the sake of clarity and clear understanding 
These writers use Che term ‘capital plan' to denote all long-term 
capital including share capital, funded debt, surplus, surplus reserves 
and undivided profits, while the term ‘capital structure’ is used to 
denote only the total of outstanding long-term securities, both 
ownership and debt The term financial plan relates to the dis- 
cussion of all liabilities, short-term and funded as well as share 
capital, surplus, and net worth reserves The financial structure is 
said to be the broadest of all these terms and it relates to the dis- 
cussion of all the Items onyboth sides of the balance sheet, meaning 
thereby a discussion of all the items on the liabilities side including 
entire capital and other items denoting indebtedness of the company 
and the relationship of these items to the assets of all types on the 
other side of the balance sheet The phrases which frequently occur 
in the books of company finance arc ‘capitalization’ and ‘capital 
structure’ but the increasing use of shares with no-par value or 
with only a nominal par-value in America has created difficulties 
m the use of these terms with a precise meaning and consequently 
some of the writers have stretched the term ‘capifahration’ to include 
capitalization and surplus and have adopted the term ‘invested 
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capital as s>non>mous with capital structure The practices adopted 
in the field of conipan> finance in India are not so complicate as 
jet and we maj use the term ‘capitalization’ to mean the amount of 
ownership and borrowed capital to represent the long term indebted- 
ness of the companv, and the term ‘capital structure* to denote the 
kind of securities that make up the capitalization. Besides represent- 
ing the amount of long-term obligations of a companj the term 
‘capitalization’ is also used when retained profits arc made a perma- 
nent part of the long term capital b> issuing bonus shares to the 
existing shareholders This process is called the capitalization of 
retained earnings or profits Similarlj when total earnings alons 
with the current rate of interest are used for calculating the total 
capital the process is called the capitalization of earnings 

\\c maj now proceed to discuss capitalization and its bases 
first and then to take up the problems relating to capital structure 
subsequentlj When a new unit is to be established or an existing 
unit is to be expanded the amount of capital required for the pur- 
pose has to be estimated The earnings and cost thrones of 
capitalization are emplojed for estimating the figure of total amount 
of capital required for starting a new unit or for expanding an 
existing one 

The earnings theorj of capitalization 

Houses are built on sound foundations and no one can build on 
sand Similarlj, ladustnal slnictores have lobe supported b> the sound 
foundations of eammgs If the earnings are inadequate the mdusinal 
structure will collapse So in the eanwngs ibeorv the net income or 
eammgs are taken as a basis to work out the figure of the total 
amount of capitalization which can be supported bs the estimated 
eammgs First of all the current market rate of return per hundred is 
taken and hundred dmded bj this rategnes the number of times that 
the total capitalization would be of the estimated eammgs For 
example, if the current market rate of return is JO per cent and the 
estimated eammgs arc Rs 5,000 per annum, then the total capitali- 
zation would be xiorked out ra the following manner The amount 
of the principal 100 dnidcd b\ the rale If '"W 10 as the multiplier. 
Now Rs 5,000, the amount of earning multiplied b% 10. gi'« 
Rs SO 000 as the amount of capitalizatic If the rate of return is c 
then the multiplier will be 12} and Rs 5 JOO, the amount of eammgs, 
multiplied bj 12J will gi\e Rs 62,500avtheamountofcapitalization- 
In this process of calculating the amount of capitalization two 
major factors of \er> great importance arc imolxed . one of thein 
is the estimation of the probable amount of the future earnings of 
the enterpnse, which is to be started and the other is the rate of 
return Both of them require careful consideration 

The cammes are usualK estimated b> forecasting the xi^ume 
of sales and sales expenses on the basis of an appraisal of the 
business and economic conditions prexaihng in the countrj in general 

and in industries which are likelv to absorb the products of the new 
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concern as well in the industry m which the new unit is going 
to be started in particular The other factors taken into considera- 
tion in estimating earnings arc the scale of operations of the 
proposed unit and the costs of production on the basis of the costs 
of raw materials labour and various other elements required in the 
process of production The estimated earnings may also be com- 
pared with other units of a similar size, age location and expe- 
rience operating in the particular branch of industry in which the 
new unit is going to be started 

The rate of returns to be used for the calculation of capitaliza- 
tion has to be estimated and worked out carefully First of all a 
careful study has to be made of the rate of return which similarly 
circumstanced units in the same industry arc actually earning on 
their capital and then the mood of the capital market has to be taken 
into consideration indicating the rale at which the market is 
capitalizing earnings m the case of the enterprises of this type In 
cases where there are divergences between the rates of returns actually 
being earned by similar type of units m the same industry and the 
rate at which the market is capitalizing the earnings for similar 
concerns, the rate of return estimated for capitalizing the earnings 
m the proposed unit, has, of necessity, to reflect the mood of the 
market, i e a rate higher or lower than the one supported by other 
factors may have to be adopted to meet the requirements of the 
investment market 

The cost theory of capitalization 

At the time of estimating the capital requirements of anew 
or expanding company the cost of the physical assets of a long- 
term nature, and other costs of starting and establishing the unit 
are also taken into consideration along with the expected future 
earnings of the enterprise The process of estimating the total 
requirement of funds on the basis of the cost of assets to be 
acquired and other related costs is known as the cost theory of 
capitalization Under this theory the estimates of the capitalization 
of a company are based on the cost of fixed assets like buildings, 
plant and machinery, patents etc , the amount of regular working 
capital, preliminary expenses, the cost of obtaining the capital, cost 
of establishing the business (represented by expected deficits in early 
years of the life of the company, and other costs) These estimates 
arrived at on the basis of current prices of fixed assets give a good 
idea of the capitalization needs of a new business But they play 
only a secondary and subordinate role in determining the capitali- 
zation of competitive industrial enterprises subject to variations and 
fluctuations m their earnings The cost of fixed assets ceases to 
play an important role m the alfairs of competitive enterprises just 
after they have been acquired and paid off Subsequently they might 
be idle, they might become obsolete or their products may not be 
m good demand Under these conditions their power of earning 
m.iy not remain the same as it was in the beginning or as it was 
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expected to be at the time of th-r puicha'^e This ti-aliOD •»tl] nd c 
the pnce paid for them imliall'v, c\rn afier maling <r_^>.cm 2 n 
sSiov.'znce foT dspreasUorL BS exlTCzath poor bs^:sfoT /-dmoatir 
usefulness and \ 2 luc of the enterprise For these reascas the 
apphcaiion of the cost iheon of cap talizatjon is not appropnaie for 
competitii e enterprises wth jrremdkr tamincs in the case cfsn'di 
enterpnses the eammes iheoo cspitahzzuc:^ is more t-sefj and 
therefore pla\ s the dominant role 

The cost theorv has hoiAe^cr its own us “fulness and itsoTvn 
fields cf application in public utilitv undertabinss. Ccmpan.es 
operating in these fields enjen a certain amount cf moncpcis pnsil*ae 
aimmst which the public has to be pro’eacd b% rate malm*' 
authonties In the case of these companies cap talizanon bears a 
relationship to the talue of assets. The pnce cf scnicc allowed to b- 
chaired bv the public uijlit\ undcnaVings is calculated cn the basis 
of a fair return allowed on the iniesiment This allowed rateef 
return is based upon assets and not upon s^eevnues. In the process 
of reeulatioa, the salue cf assets is detenn-ned first and then a rate 
of return considered to be fan under the cxjsuee rccaomic envren- 
ment 15 adopted. FinalU the pnce *.djedu]es for the to be 

prouded b\ the public utiliis undenaiinc are sdusled m <ucii a 
manner so as to provide earzunps that willjive the allowed rate upon 
the evaluated capital There has been a conside^ble desxeecf 
di*apreeroeni cn the question whether the value up^’n whidt isve*tP^ 
deserve a return should be thehistoncal cost cf the pxope^esai 
pnees onnnallv paid, after adjjsimcai ofdepreoaiion accordintto 
age or the reproduction cost of sumlar equipment at prices prtv a ilmg 
at the time cf evaluation. In pcn"Tal,tbe2i2sjoj5^ cost js considered 
to be a better basis in companson to reproduction cost. The rate 
base is to Consist of «chd phvsjcal assets and inianpbles are not to 
be included- Amounts of cash sprat for acqiunns the ncht-of-wav 
and ether pnsil-ges cash *pent for mreuns crnanizaJional expens's 
and the deficits jncuired dunnn the dr elopmental period mav be 
lemporanlv included in the rale base but must be s..bstguentlv 
wntten off praduallj leaving on3> phjacal assets to forma permanent 
rale base 

With the help of the eanunns and the rate of return esumaied 
b\ usjuE the method discussed abose and the cost cf assfis ih* total 
amount of the capitalization can be detenroned which has to be 
secured bv judicious and careful sdect/oa of d-Sfresi rvpes of 
seouniies to be sold bv the manaccinent of the rmposnS umt. 
use a shchilv less technical lancuaEC tbc secuntv-wise arranE'm'nl cf 
the total amouni of cspiial is called capital stmciMrc. For all pmcijsl 
purposes capitalization and capital stnjc*i;rr appear jo ansan the *amc 
ibmg and w hatev ex disuncuon there mav be is cnlv techmed- 
Factors affecting the stabllitv of earxtXngs 

Before islmE up the discussion of ihecaptal stnictuic a few 
more observations appear to be necessarv about certain faclo's which 
aifect the stabihl' of earnings in competitive ind-sinJ er’erpnsrs. 
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In fjct real financfal foundatioit for supporting the capital structure 
of all types of units — industrials or utilities — is provided by earnings 
and, therefore, their stability is of great significance The earnings 
may fluctuate but their average over a period should provide an 
adequate return on capital employed during the entire life of the 
company Not only interest on debt and dividends on share capital 
must be paid but the amount of the principal and the share capital 
paid into the company originally must also be returned intact If 
this can be accomplished the returns can be said to be adequate 
otherwise they would be inadequate If the earnings over a number 
of years arc shown on a graph, a curve of earnings would be obtained 
For regulated public utility enterprises the curve of earnings is said 
to be ‘allowed , because, as mentioned earlier, the prices charged for 
their services by the public utilities and the rates of return on their 
capital are fixed by some regulating authority set up by the slate and 
the earnings provided by the selling price must be sufTicicnt to 
support the capital structure Under normal conditions the curve is 
expected to be smooth But in the case of induslria) concerns the 
earnings arc conditioned by the competitive market forces of demand 
and supply and the curve of earnings of these types of concerns is, 
consequently, said to be ‘derived’ This curve is usually of a wavy 
nature The earrings of these undertakings may fluctuate between 
the lowest and the highest points at two extreme points but on the 
average (hey must be soflicicnt to support the capital structure m the 
long run 

There are several factors which influence the trend of earnings 
in the case of industrial companies and they have to be given due 
weight and careful consideration by the managements in their 
calculations and estimates of earnings at the time of designing the 
capital structure of a new concern or of an expanding unit The 
scale of operations — smaller large, degree of mechanizations— low or 
high, and the nature of production— continuous production, fabrica- 
tion of producers goods or the manufacturers' goods, influence 
considerably the quantum of earnings from year to year by causing 
variations in the costs within the unit itself in relation to demand 
for Its output The ability of small and large units to adjust their 
costs and output m relation to variations in demand differs widely 
from industry to industry In some industries the small and less 
mechanized units find it easier to adapt themselves to variations in 
demand and the fluctuations in their earnings may be of a mild type , 
in some other industries the large and more highly mcch.Tnizcd units, 
though less adaptable to changes in demand, may be m a better 
position to absorb the shock of an adverse business cycle through 
their conserved earnings Large scale and mechanized units employing 
a continuous process of production like oil wells, blast furnaces and 
tanneries experience great difficulties m adjusting their volume of 
production and costs under adverse demand and business conditions 
and their earnings arc likely to experience wider fluctuations In 
producer goods industries, the relative reduction in demand for 
their goods is likely to be much steeper in comparison to the 
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reduction in the demand for the products of the consumer goods 
industries To take an extreme example, a 50 per cent reduction 
in demand for cloth might bnng about a 100 per cent reduction in 
the demand for looms for txeaving the cloth It is quite clear, 
consequently, that the fluctuations m the earnings of the producer 
goods industries are likely to be much more violent than they can be 
expected to be m the earnings of the consumer goods industries 

Besides the factors mentioned above exerting their influence on 
the supplj side there are others which operate on the demand side of 
the industrial companies The industnes have to compete among 
themselves for obtaining their own supplies of matcnals. equipment 
and machinery and labour the prices they have to pav for these 
things also affect their earnings Vertical combinations are sometimes 
formed to overcome the ill effects of the fluctuations m the open- 
market prices of the basic materials used b> the manufactunng units 
at different levels Organization of the units at different levels, as in 
the case of iron and steel and mineral oil industries, into an integrated 
unit helps to overcome some of the unsettling effects of pnee 
variations in the suppl) of materials In the case of expansion or 
combination the stability of earnings cannot always be assured 
because the increased output may be obtained at increasing unit 
costs or may hate to be sold at lower pnees 

In addition to these economic factors some unpredictable 
factors may also lead to variations and fluctuations in earnings 
Government control is an important factor of this nature Regulation 
and control of industries by the Government is playing an important 
role in India as well as in other countries and has to be reckoned 
with m estimating earnings Production, sales, consumption, price 
of matcnals, components or the final product may be controlled or 
regulated not only in commodities like liquor, narcotics or 
but also m other types of commodities like sugar or cement ^ 
these controls affect the trend of earnings of the industries Tariiis 
and export and import controls may benefit one set of industnes but 
they may also affect another group of industnes rather advcrsclv 
These measures taken by the Government may also influence the 
earnings of the industnes considerably The foregoing discussion 
suggests that the various factors affecting the trend of earnings of the 
industries should be taken into careful consideration m estimaMg 
the earnings and the capitalization of competitive industries 'n’c 
quantum of earnings, and their comparative stability or unstability 
m case of particular industries are the questions which have to be 
answered satisfactorily by careful analysis before taking adeasion 
with regard to rapitalization 

Capital structure 

After arriving at or detcrnnning the total amount of capiialia- 
tion the next step is concerned with the choice of securities to be 
issued for obtaining this amount The securities thus chosen for 
raising the total amount make up the capital structure of the com- 
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pany. A ^ood and sound capital structure should possess some 
basic i|iu\lities I irst of uU the capital structure slipuld he simple 
so tliat the mtciulmg investors in ditfcrcnt types ol securities can 
easily visualize their respective position with rcgird to their rights 
Simplicity can be secured by issuing only ii small number ol well 
defined types of securities confcinng clearly defined riglits on their 
holders Phis qinlitv ot capit il structure is not ot much signilieanl 
importance in countries like India where the types ot securities to he 
issued arc already smill and well dclincd Ihii it is meanmgUil in 
countries like the United Slates ot Amcnci where the classili'cation 
and sub-classiheation ol secunties is rather 1 irgc ami where Common 
Stock. Preferred Stock and Ilonds can be ol several sub-classes In 
Indn there can be onty one type ol ordmiry shares and there is no 
room for the issue ol cl issitictl common stock Simplicity of capital 
structure implies the issue ol only one class ol ordin iry sh ires itnd 
only one class of debentures or bonds so thu the question of tlic 
cMstcncc ol several classes ot ordmiry shareholders and debenture- 
holUers vvilli varying imd complex nghls docs not iirise This type of 
structure is very iidvuntugeous from the point of view of management 
and admimstration of c ipn il 

The capital structure should also be rownntne This quality 
gre Ulv enluinc'es the Im tncial reputution of the company and conse. 
micntly the possibility ot successiul subsequent Imuicmg m future 
Ccniservative capital structure implies the inclusion td those types of 
securities in the capiial structiirc of dilTercm types ot undertakings 
which arc considered to be most suitable to tlieir peculiar circum- 
stnnccs. s ly for cxHinple, the iiipiial structure of a namuliicturing com- 
pany would be considered conservative d mijor part of It consists 
of equity shires and prclcrcnce shares have been excluded from ns 
composition, but inspucof the presence of a certain proportion of 
crcditorship securities along vviih the equity sliares the capital 
structure ol a public utility company would be considered to be 
conservative on account ol the peculiar n dure of this type of enter- 
prise The composition of conservative capital structure will dilfcr 
Irom iiulustry to industry according to its n dure 

A very unporliint quility ol the c.ipit d structure is 
The factors which inriuencc the policy ot long-term tm ince utfeci the 
capital striicliirc favourably or unfavourably at a puiicul ir period of 
time I Icxibildy helps the munigcmcnl inobliimng the tavourablc 
and in avoiding live lint ixoimiblc effects In the c isc of ownership 
capit d the redeem iblc prekrtnee shares provide the ncccss.iry element 
ofnexibihly If there are dunces and opporlumtics of retmincing 
at cheaper rales at ii subsequent period of time they can be used 
ailvant igcously by redeeming the prctcrence sh ires carrying a higher 
rale with funds obtained at a cheaper rate This reduces tlic tixed 
charges and relieves the strain on the Imanccs of (he conipiny In 
the case of crcditorship securities like debentures or bonds tlexibihty 
can be stcured by reserving the compuny s right to prc-piy i c . the 
right to p ty before m itiirify or due d ile . judicjous si.iggenng of Die 
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matunties of the debt securities, reservation of the freedom of further 
financing and avoidance of acceleration clause in the provisions 
relating to the serial redemption of debt securities are some of the 
other methods which can be used with advantage for providing the 
necessary element of fiexibihty to the structure of debt securities 
which form part of the capital structure of a compan> A proper 
balance between equity and debt securities is also essential as loo 
much of debt securities might make the capital structure top heavy 
likely to topple down under adverse circumstances 

Proper selection of securities from the pomt of mcm of market- 

ability IS also essential for devising a good capital structure In the 
early stages of financing the best securities (usually having speml 
privileges attached to them) should not be offered , rather tnev 
should be reserved for the last It ma> be better to start with equit> 
securities and add debt securities later on when such a step seems to 
be justifiable on the basis of the soundness and stabilit> of 
An additional quality of good capital structure should ’ 

should be built up by incurring the leasi possible costs in obtaining 
the desired funds in the form of brokerage, underwriting expenses. 


An analysis of the capital structures of nSnortion 

and industrial companies would generally reveal thaUbep p 

of long-term debt in relation to equity capital 
former type of concerns than in the later type I, .^d 

because the earnings of the industrial companies are un , ^ 

the investment m long-term assets is proportionately small . 
concerns naturally use more of equity capita! and ^ rammer 
burden of fixed interest charges Within the industrial , ^ure 
cial group Itself variations m the composition of * . _ 

are reasonably expected to exist In nf 

and steel industry generally employs a i„n„ term 

borrowed capital besides the equity capital because f .Liy 
assets like land, buildings, plant and machinery ® 

good basis for borrowing . but in the extractive gc 

mining, the wasting assets are hardly acceptable to „ 

security for long term debt without stringent sinking fund p . 

correlated to the amount of coal raised- These circumsta j. 

the choice of the management mostly to the equity se . . . 

raising the long term capital In the manufactunng , manu- 

sub group industries like machine making and autom . 

facture the major part of investment may be m j^-^r 

raw materials or in wages , m tobacco manufacture ® 

part of investment may be m raw materials like the imnle- 

hides and skins , and m industnes manufacturing . bv^he 

ments major part of capital '»'«ted may be aewunted fo^ tn 
stocks of finished goods or bank accounts Most of these lorn 
assets are suitable only for short-term bank >>orrD»mg and do 
nrovide a good basis for longterm debt In all suen typ 
industries ownership capital, mainly equity, should play t p 
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nant role In commercial and financial companies undertaking 
wholesale trade, financial broker's business or commercial banking 
very small amount of long-term capital is required and it should 
mainly take the form of equity capital The table given below gives 
a general picture of the capital structure of some of the important 
types of Indian industries 


Pcrcenlages of tite total capital 
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Source Taxation Enquiry Commission 


The actual sitiiaiion conforms broadly to the iheoreticjl 
considerations The highest proportion of debt capital is found m 
the electric companies and in other industries the proportion of 
equity capital is usually high 

Some broad principles of a very general nature have been laid 
down by authoritative wnlcrstobc taken into consideration by the 
mnnagement at the time of devising the capital structure (a) When 
a new company is to be started m an unproven field of industrial 
activity or when fresh capital is required by an existmg company 
whose previous earnings have been unstable, it is considered prudent 
to obtain the necessary capital on the basis of equity shares 
(b) Non-voting preference shares may be issued to obtain a part of 
the capital if it is desired to keep the managements m the hands 
of a restricted class of investors usually belonging to the groups of 
promoters But when preference shares are issued it should be seen 
that the annua! preference dividends are covered by at least half a 
decade's past or prospective earnings (c) When a compiny has 
become well established and the earnings have become stable, cheap 
borrowed funds may be used to the advantage of the equity share- 
holders during the periods of prosperity This process is called 
‘trading on equity' But when bonds or debentures arc issued to 
obtain th^se funds, care should be taken to see that at least one and 
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a half ume'i the anierest charges had been earned b\ the co’~? 2 ::-v 
dunng the vicrci jear of the last five at3xiunfingpenc>d«. <di Wbrn 
funds are ootaiarf on the basis of a riortgage :sc'jc. the total arr'ojnt 
thus obtained shojld not exceed half the deprenaied ^alje cf the 
assets cohered by the mortgage (e> Some cautious and consmatiie 
people hold the opinion that the total lone-ienn funded debt should 
not exceed the net 'forking capital, ■which is defned as t’^c excess cf 
current assets ot er current habihiies Tbes* pnnnples can crdinard^ 
be applied under normal circjmsiaaces ihe\ mas not be appbcablr 
in all conditions and in all circumsiances and the actual form of 
capital structure of a panirular compjns promoted at a partind ar 
lime under particular conditions and csrrunjstanrss i^ill alwa\s Snails 
depend upon the experience and ludgemeni cf the people respons*Hf 
for the management of the companv 



7 


Over- and Under-Capitalization 


Our discussiori so far has been confined to the methods of 
estimating the amount of capitalization and the choice of securities 
for setting up the capital structure to obtain the estimated amount of 
funds These discussions were related to the items which represent 
the capital of the company on the left hand side of the balance sheet 
(the liabilities side), i e . the details of capitalization m terms of 
securities— ordinary and preference shares, debentures and bonds 
But as soon as the management begins to use the funds collected 
through the sale of securities for acquiring fixed assets the attention 
IS also diverted to the right hand side of the balance sheet usually 
called the assets side This brings us to the point where we begin to 
take a comparative view of the liabilities and osseis which are shoun 
respectively on the left and right hand sides of the balance sheet So 
long as the amounts received by the sale of securities remain in the 
form of cash both sides arc equal The liabilities show the total 
obligation of the company to the security-holders and assets consist- 
ing of cash only show the possessions of the company matching 
exactly its obligations on the other side But this fine balance gets 
disturbed as soon as the cash is repheed by physical assets like 
Land and Buildings. PLant and Machinery, Equipment and Appliances 
etc The assets thus acquired lake the shape of an establishment — 
mill, factory, workshop etc . and their organized form gives (hem a 
value known as the ‘going-conccrn value' which they did not possess 
previously If the earnings of the new establishment arc satisfactory 
the going-concern value of the unit may be higher than the total sum 
of the prices paid for the individual assets separately The business 
may be built qp slowly and patiently and its earnings might rise to a 
point higher than the one attained by other similar enterprises 
operating in the same field of industry The mamgement will earn 
.i.’.vf A*" JxyrsfMff iJbf iiuuls of Jhr .sfcm.iiy-boJdfer.s 

prudently 

The reverse is also possible The assets are purchased and arc 
org.anizcd in the form of a going concern but the earnings of the new 
unit fail to justify the expectations of the people responsible for 
promotion and man.agement On account of lower earnings the 
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(1) Capitnhzntion of earntnga This method has already 
been discussed earlier as one of the bases of the estimation of capitali- 
zation Briefly stated the method is that the annual future income of 
a company is estimated for a senes of years, and then the average 
annual income is capitalized at a suitable rate The whole thing is 
not so simple as it seems to be The first difficulty is that the 
estimates of the future have to be based on the experience of the 
past But the present and past earnings cannot necessarily provide a 
sound basis for forecasting the future earning power , if a short 
period IS taken for averaging purely temporary conditions may 
influence the results unduly and if too long a period is taken the past 
influences which affected the eammgs may no longer be valid or 
relevant Second difficulty is presented by the rate at which the 
earnings have to be capitalized The rate of return is really the rate 
of interest plus profit for the amount of risk involved in a pariwular 
enterprise In practice the rale means the percentage relationship 
between the price buyers are prepared to pay for a particular security 
at a particular time and the dividend they expect to get on the basis 
of the security to be purchased Prospects of a particular industry 
appear to be bright sometimes and sometimes they appear to be 
dismal Accordingly, the price the investors are prepared to pay for 
the security of this mdusiry appear to be too high or too low in 
relation to the dividends or yields and the percentage relationship 
between the prices and the yields becomes variable and the capital 
\alue of an enterprise worked out on the basis of such rates may not 
be in line with the actual value of the enterprise In brief both the 
elements— annual eammgs and the rate of return— entering into the 
mathematical calculations of value based on the capitalization of 
earnings are variable and therefore may not give accurate results. 
In spite of these difficulties the promoters, investors and the operators 
on the security markets evolve their standards which serve their needs 
for all practical purposes 

(2) Marhet value of oulttandnif! sccurtltet. Under this 
method the market price of each class of securities issued by the 
company is taken The price is adjusted to remove the elTects of capital 
or seasonal variations and then by multiplying it with the number of 
outstanding securities the total value is found out to which the short- 
term liabilities are added to arrive at the total value of the company 
it IS claimed that the current market price of the securities represents 
anup-to date estimate of the value of the concern and has the backing 
of the representative opinion of the investors The mam weakness of 
this method IS that the securities for which the market prices are 
quoted usually represent only a small fraction of the tola) holdings as 
the securities in the hands of long-term institutional investors and the 
block holdings of the management group do not form part of the 
market supply Sometimes the securities of a very sound unit may 
be sold by the owners on account of their own financial difficulties 
Widely held securities of public companies may also be purchased 
and sold by the people not well informed about the position of the 
company or the industry mostly acting on the advice of professional 
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operators who very often taVc into consideration the forces likel> to 
influence the market m the near future and not the underl>mc 
factors The method has another scry serious limitation , it can be 
applied onl> to those companies whose securities are listed on the 
sccuntj exchange markets 

(3) Uiatoncol coat This IS said to be an honest and straight- 
forward method as it is based on the record in books of the original 
insestment made at the time of purchase less depreciation The total 
depreciated \alue of all the fixed assets summed up matheraatiraUy 
along with the salue of current assets can gne the \aIueof the 
compam as a whole Bui there are numerous stages in putting the 
simple theorj into practice In' a fairh large siKd bn''"'” 
assets might have been acquired and disposed of at 
and might base been improperh recorded ‘’f 
might hate been lost or destroted the amount of depreciation mgt 
not base been properlj estimated or regular!} nnltcn oil It ne 
historical cost method is strictl} applied costs incurred on build ng 
up the business in earlier stages its earning poner. and reputation 

ma} be left out of account as they may not 

tangible assets There ts one more point Tb'J^ ^^mnetllne 
cost seems to be based on the assumption 
economj the insestments in acquiring the base b« nude 

prudentl} so that the assets possess competitise 
earning poster in relation to other similar a«ets capitalized 

cost of the assets of the “mpdiiy "ill be 'qual to tl^e rapiumM 
earnings But those ssho are familiar ssith the bisn^ -kM-st and 
knoss that it is full of instances of imprudent. !! ?„ *ha°e 

fraudulent in\estments The directors ha\e been .nferested 

purchased properties from the parlies in whom 
at highly inflated pnees E\en in cases where valueless 

honestly a prudent imesiment made earlier might beco 
after a lapse of lime ^ 

(4) Coat of reproduction. Under this method 1 ® . 

obtaining or reproducing the assets at present prices is c i . . ’ 
these estimates indirect costs as well as the costs of ^nd 
equipment, stock etc are added , an-* from the total (Lp 
deducted to arrive at the present vdloe This u^der 

either for estimating the cost of leproducmg an f - 1 , 1 . ^f 

existing conditions or for cstim^ng the cost of a pi 
rendering an equualent service On account of of" the 

development dunng the penod between .u- costs 

onginal plant and the estimate of the cost of reprodurtion the c^s 

for the identical plant and equivalent plant mav not b . 

This method is considered supenor to the histoncal cost 
It takes into account the changes m the prire level as ,jj 

field of technology The nse of this method is m^ approp^z^^^^ 
estimating the cost of putting a ram^titne plant concerns 

cost of an identical plant may also be fasoured by the V j_,i,c 
»hen this is likely to gi,e them an adiantageous ba^^ 
values obtained by the use of this method arc Iikclv to be „ 
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ihe historical cost during the period of boom and rising prices, and 
lower during the period of falling prices 

(5) Liquidation or scrap value— M the owners come to the 
conclusion that it is no longer profitable to carry on the business 
operations, they might decide to sell the assets When this situation 
arises the business loses its going concern value and the assets can 
be sold for a price which represents the sum of the value of each 
asset to the purchaser The value of a dead business which has 
failed IS really the scrap value of its physical assets After discussing 
the different methods of valuation it has to be said at the end that 
the income of the company as a whole constitutes its underlying life 
immeasurably more effective than all of its physical assets The 
value of a particular asset or set of assets is governed by the senes 
of incomes derived from the sale of products made with the help of 
the asset or the assets and the character and value of the products 
may change through mventures or changes in fashions during the life- 
time of the asset or assets and the only practicable method of 
ascertaining the money value of such asset or assets may be to 
capitalize the net income which the asset or assets may yield 

Under- or over-capUalixation 

Our discussion of the various methods of valuation brings us to 
the conclusion that as soon as the cash received by the silc of 
securities is spent by (he management in acquiring the assets, an 
eltmenl of uncertainty is introduced and it is difficult to find out the 
exact and correct value of the assets on account of the changes m 
techniques, price level, etc In the light of these discussions v-e have 
now to examine the concepts of under or over-capitalization In 
non-techmeal language these terms show the relationship of the value 
obtained by the company by issuing different type of securities with 
the value of the assets ii has purchased or obtained for carrying on 
Its operations For the sake oi brevity we intend to use the term 
‘capitalization’ to denote the total value of the outstanding securities 
In cases where the total par-value of the securities of a company is 
equal to the stated value of its total assets the company may be said 
to be properly capitalized Such a situation exists when the securities 
of a company have been issued for cash fully paid and the total 
amount rcceive’d has been deposited in the bank Total value of the 
securities would appear on the liabilities side and the total cash 
would appear on the assets side of the balance sheet Both would be 
equal and the capitalization would be said to be proper But when 
the total par value of the securities is less than ot greater than the 
stated value of the total assets the company would be said to be 
under- or over-capitalized The presence of surplus on the balance 
sheet would show that the company is under-capitalized and similarly 
the presence of deficit would show that it is over-capitalized When 
property and assets have been acquired by spending cash and the 
company begins to function, the total value of securities outstanding 
may be equal to the stated value of the total assets From the point 
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of Mew, of the acxountaut ihe compaii) i*! prcj>er]\ capitalized bjl 
from the iheorcucal pomt of of an ocono*iii«{ « ma\ ncl be 

There ma> be uncenainties about a nv or fall ja ihr ‘i'^urcflaad 
or there iaa> be uncenamties about ihe expected perforraence cf the 
plant , expenditure on intannbles IiJ-c promoticn and oiparazauc'a 
mipht hate been included in the co^ of the a«n&. Cn accouni of 
ibe<;e farters an eccnoiniM inai not be prepared it? accept lie pemt 
of Mew of the accountant that the total \alue cf the cxtsianina 
‘.ecuniies is equal to the <iaicd \alue of the total as5.civ. From ifci^ 
<,lrirt theoretical point of ^leu the state of proper cspiializaiion in3> 
ne^er exi^t after the jme^izneni of the anojni of share cspital ct 
phvsical assets it max be either under-cap’ialization or cier- 
capitalization. 

A ibeorencallv ideal snuaiion can be sicuahzed under the 
conditions of perfect competition when capitalization would always 
be proper as one or both of the two siiuaiions would pre\'a3 * 01 
total amount of secuniies issued at par would nejiber be more nor 
less than requinrd to obtain the amount cf caprtal that a ccrpani 
produnne at minimuin unit cons for a 53 % en demand would use : 
(u) the outstandms secunties would cctamund a marhet xalue equal 
to their face or par >alue . &ed<harsr seninue' Jiie preference 
issues or debentures would bear a competiioe rate : and lie eqait'- 
holders would reeene a co’npeiimeniaTJ.el rate cfreium forn^ 
capital in the indusirx to which the coinpanN beloacs. On occasions 

when excess profiisor aei losses are expened or anticipated, a well 

informed marhet under perfect competition would discousi these 
expeetalions or anticipations and force the present \alues into lae 
for all old and new producers. Under such conditions cf perfect 
compeiiijon the discrepancjes between capiialimiion andthesalue 
of total assets could not last lone. But » e In e ta a w arid cf imper* 
feci competition and the discrepancies beiw een cap'tahzstioa and 
the value of total assets do exist in the realm cf realitj ; these dis- 
crepancies maj appear either as a <ialr cf underopitalnstion cr 
o\ er-capjtalizaljon. 

Under-czpitalization 

The concept of under-capiializaiion is applied to two oppose 
financial states of companies (a) the company mas be 
■cnct^rfn} and prosperous and rfmaj he eiyojiinpa saiplus, and 

ihecompan} mat hate too little capital to coadurt its business and 

St may be facing senous financial difficollies. The discussion cf tie 
position of a successful and pro^erous companv wrll be taien up 
first, 

(o) Some writers bold ibcopmiOB that this tvpccf under-esp 12* 
Iization is more common th an ov er-capital iz ati on. A surplus balance 
sheet IS generally considered to be the hallmarh of good management 
and respectability and probablv most of the companies try to achieve 
this objective Conserxatn e managcmenis in to acquire it, the ^perj 
latnc minded try to parade it, and if it does not exist the dcmenlSJ 



Oxer- and Uiider-Capitallzatlon 131 

pride seems to be hurl and cfTorts are made to conceal its absence 
There IS no doiibl that the maintenance of surplus reserves or 
unappropriated surplus in reasonable amounts to meet the problems 
created by the changes in capital values is one of the important 
duties of a wise and conscientious management, but to accumulate 
more than what is likely to be needed to meet reasonable contingcn 
cics IS against the best interests of the company and the investors 

Sympioms of undcr-capitaliration arc (a) the rate of profits 
on total capital may be exceptionally high in comparison to the rate 
of return enjoyed by similarly situated companies working m the 
same field of industry , and (b) the shares of the company may be 
selling at a high price 

Probable ertUJM responsible for the emergence of the situation 
are (a) at the time of promotion the earnings might have been 
under-estimated or the rale chosen for capitalization might have 
been too high , (b) the assets may be worth considerably more than 
the values appearing in the books , (c) property acquired and paid 
for in shares might have been under-valued . (d) too liberal depre- 
ciation might have been allowed . and (e) a rise in the general price 
Jcvcl might have taken place 

effects of undcr-capiulizalion may be as follows (a) Utfaxour- 
ablc—{f) The prices of equity shares of an under-c.ipit ilired company 
will rise An investor of ordinary means would not like to buy 
high-priced securities and consequently they arc likely to be less 
widely distributed (ii) The presence of surplus on the balance 
sheet raises the book value of equity shares but the buyers m the 
market refuse to olTcr prices equal to the net-worth per share on 
account of the element of uncertainty about the future use of the 
surplus (ill) High profits, real or imaginary, encourage the promo- 
ters .and investors to start new companies m this branch of industry 
and the intensity of compcliiion is increased thereby (iv) U/idcr- 
capitnlizaiion inivites the criticism of the consumers that high profits 
hive been wrung from them by monopolistic practices (v) The 
workers might put forward their claims for higher wages by saying 
that large surplus has been accumulated by paying them low wages 
(vi) Adverse public opinion might lead the Government to take an 
unfavourable view and to set up a commission to enquire into the 
.'illcgcd monopolistic practices, concentration of economic power 
and financial control over production and distribution of goods and 
services The charges might prove to be incorrect but the reputation 
of the company may be damaged for a long time to come if not 
permanently 

Lffee t s (b) Ta vouraWc — The j;«ev:ww oC surplus rs consuicted 
to be a sign of conservative management and increases the prestige 
and creditworthiness of the company It affects the opinion of the 
short-term creditors favourably and it increases the margin of safety 
for the dcbcnturcholdcrs (ii) The smaller number of shares makes 
It easier for the management to maintain the rate of dividend 

Remedies— {\) The shares of higher value may be split up to 
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make them of lower denonunatjon Sa> for examples ihe shares 
of the face \-aluc of Rs 100 each may be split up into four shares of 
Rs 25 each This desice only helps lo chance the external appear 
ance of excessive prospentv bv rcduane the amount of dividend 
per share It does nor modifv or remove the underiyine cause 
responsible for the emergence of the situation (ii) The r«i remedv 
IS 10 issue bonus shares or to pay stock dividend This will increase 
capitalization and bring it in line with the value of total as'^ets The 
rale of returns on shares vviM decrease as the earnines will be spread 
over a larger number of shares The rate of return will come m 
line with the rate of returns prevailmc m other similar units in the 
industry 

Certain other remedies like the payment of a bond dividend in 
place of a stock dividend or the sale of certain assets like invertmenis 
and the payment of cost dividends to the shareholders appear to be 
of a less practicable nature 

Smee the beginning of planned industnal development in India 
the tempo of industnalizaiion has increased tremendoush The 
general price level has also been rising since the end of the second 
^\orJd War This situation has favoured the prevalence of the «iate 
of under capitalization accompanied by prospenn Tbe quantum 
of retained profits and the frequent issue of bonu> sharesserv clearlv 
support this point of view The Taxation Enquiry Commission 
(1953 54) reported that dunng tbe penod 1946 5) nearlv 40’» of 
the net profit was retained m the industrv Another sttidv 
undertaken by the Resen e Bank of India for the penod 1951 55 
also showed that the retained profits dunng the period amounted to 
about 39°o of the total net profits With refiard to the capitalization 
of the retained profits an analvsis of the capital issues during 
1952 57 shows that 18 7 per cent of tbe sanctioned total amount of 
capital issued was accounted for bv the bonus shares 

The second tvpe of situation of under-capitalization anses 
mainly on account of improper or wronc estimation of the financial 
needs of the business resulting in a meagre supply of capital funds. 
This situation has ro relation lo methods or bases of valuation of 
the assets owned bv tbe companv The companv has to face senous 
finanaal difficulties because initially ii was started wiib insuffiaent 
or too little capital Such a siiualion existed in India up to the time 
of the second W arid W ar Tbe sitoafion was described bv Mes'rs- 
Samanl and Mulky in ihcir book. Organ otion and Firance cf 
Jfiduslries in India publish^ in I937» in Ibe foDowine words 

‘ WTien we turn to examine tbe financial condition of our com 
panics we find that miscalculation about capital requirements is a 
common maladv from which they suffer The phenomenal companv 
failures which took place after tbe war boom was over vvere due 
mainly to this defect. But one need not think that the concerns 
floated under the fevensh boom activity only suffered from financial 
miscalculation. This defect existed long before manv a witness for 
example, before tbe Indian Industnal Commission had complained of 
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It As a matter of fact, the complaint about insufficient capital 
supply has been there ever since the beginning of modern industrial 
system in India The worst of it is that the same situation has 
continued to this day without any improvement in it, and theevidence 
before the recent Banking Enquiry Committees bears ample testi- 
mony to this " 

The share capital must be sufficient to provide for (a) the orga- 
nizing expenses incurred m the beginning, (b) the assets necessary to 
make the project complete and to bring it to working condition, and 
(c) the necessary working capital But our companies far from 
making any provision for the last mentioned item, find the funds 
insufTicient even to make the project a complete entity The history 
of almost every enterprise worth the name will prove this To 
choose a few randum instances we may refer to the following cases 
(I) The CP Portland Cement Co was started in 1919 with 
an authorized capital of Rs 1 crore with Messrs Burn & Co of 
Calcutta as Managing Agents Out of I crore, 60 lakhs were issued 
for public subscription As it was the boom period and the company 
was promoted by a reputed agency firm the capital issued was easily 
subscribed, not only this but the shares were soon at a premium of 40 
to 80 per cent The capital raised in this way was exhausted m no time 
and the directors were required to raise more funds by issuing the 
remaining shares of 40 lakhs But by this time the boom was over and 
owing to the financial difficulties the credit of the company reached a 
low ebb As a result of both these events the late issue could not 
be disposed of at all In the meanwhile the agency of this concern 
was taken over by Messrs Mathura Das Cokul Das of Bombay 
who raised a debenture loan of 40 lakhs This was also exhausted 
and then the agents raised another 20 lakhs by a second debenture 
loan The company wanted to erect three units of machinery and 
up to this period they were working for all the three units, but after 
spending 120 lakhs the three units were only half finished And the 
agents mide an appeal for a further sum of 15 lakhs in order to finish 
only two units Five lakhs were necessary for completing the two units 
and ten lakhs as working capital The company afterwards passed 
into the hands of the debcnfureholdcrs who were the members of 
the agency firm (2) Financial straits resulting from insufficient share 
capital had to be faced by the Tata Power Co also The company 
was registered in 1919 with an authorized capital of 9 crores out of 
which only 4 5 crores were issued Afterwards it was found that the 
funds raised were not suffiaent even to complete the construction 
The company later on look a debenture loan of 2 crores from the 
Tata Hydro Electric Company and brought the construction to 
working condition (3) Similarly the Andhra Valley Power Supply Co 
also had to undergo the unfortunate experience of shortage of capital 
A time had reached when this company would have been obliged to 
close down but for the friendly assistance of one of the Bombay banks 
on the persona! guarantee of the Managing Agents The last two 
concerns were floated by a firm of no less repute than the Tata Sons 
Ltd These three instances will show how defects arise in capitaliza- 
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lion even with regard to the companies floated by the most reputed 
mdustnahsts Obviously the conditions must be v.orse with regard to 
the companies floated by less able businessmen 

The difficulties arising from jnsuflicient share capital are m no 
way peculiar to Bombay Industrial establishments m other provinces 
like Madras and Bengal are labouring under the same difficulties 
In Bengal all sorts of industnal establishments whether jute, coal, 
tea, rice, or oil mills are suffering form insufficient share capital * 

The description is self-explanatory and requires no further 
comments As discussed earlier the situation has changed almost 
entirely 

Over«capitalization 

Sometimes sanguine promoters take for themschesor give to 
their underwriters too much shares jo return for the services rendered 
by them which are of an intangible nature , sometimes people who 
start new enterprises build ahead of Ihcir markets, and sometimes 
the organizers of combinations over-estimate the economies of large- 
scale organization and production In such cases either the 
expected high earnings do not matcnalize or are not enough to meet 
the requirements of the payment of dividends at the rates currently 
prevailing m the industry to which the new company belongs In 
many of the great mergers which took place in the U S A in the 
past, preference shares or bonds were issum equal to the full amount 
of the tangible assets and ordinary shares were given liberally to all 
those who had to do something with the organization of the combi- 
nation These practices gave nse to the use of the term watered 
stock or watered capital 

Symptoms of over-capjlaJizalJOD are (a) Amount of securities 
outstanding exceeds the current value of assets (b) Earnings are 
not large enough to yield a fair return on the amount of the sccun- 
ties (c) The shares are selling at a low price 

Probable causes responsible for the emergence of the situation 
may be — (a) At the time of capitalization either the earnings were 
over-estimated or the correctly estimated earnings were capitalized 
at a too low rate (b) Watering of stock or capital took place at 
the time of ongmal issue on account of the over-valuation of tangible 
or intangible assets and the issue of fully paid shares to vendors or 
promoters for such tangibles or intangibles (c) Improper depreaa- 
tion policy has been followed (d) Tbe general price level has been 
declining 

Effects o( ovcr-capitalizationmay be (a) Vnfarouroble—ii) It 
IS just possible that the promoters have taken for themselves a 
substantial amount of equity shares and with the help of the voting 
power thus acquired, have elected themselves as directors and then 
as directors they have declared good dividends m place of conserving 

I D R Samant and M A Mulky, Ortaitizanoit and Firumee of /ndustnet in India 
1937. p 99 
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the earnings for strengthening the tangible assets m order to elimi- 
nate over-capitahzation Or the presence of a substantial proportion 
of fixed-charge securities leaves little out of the total earnings for 
paying reasonable dividends and for investment in tangible assets for 
reducing over capitalization Such a situation might tempt the 
management to neglect the proper maintenance of assets or the 
necessary provision of depreciation (b) Efforts to pay reasonable 
dividend, at the cost of maintenance and depreciation, at an inflated 
capital structure might invite competition (c) The existence of 
proportionately more securities than the invested capital might give 
rise to the suspicions of raonoj>oly practices and the charging of high 
monopoly prices This may injure the reputation of the company 
The financial position of the company may deteriorate so much that 
It may finally result m failure and dissolution 

Effects (b) Favourable — The favourable e/Tects do not seem to 
be many It may be said that the presence of a higher proportion 
of ordinary shares offers greater protection to the creditors But 
this advantage remains only imaginary unless the clement of water 
in the stock or share capital is squeezed out This is possible only 
by injecting conserved earnmgs, if available, into the assets to streng- 
then them so that the intangibles like ‘goodwill* are replaced by 
tangible and solid assets When this is achieved the protection 
afforded to the creditors by the equity which appeared to be arti- 
ficially thick becomes a solid reality 

Remedies— (a) The best remedy is to squeeze the water out of 
the share capital by ploughing back the conserved earnings Two 
examples may be taken from the history of the combination in the 
United States of America to illustrate this point The United States 
Steel Corporation was formed m 1901 by the consolidation of a 
number of companies The shares of the new corporation were 
given in exchange for the shares of the merging corporations on a 
very liberal basis The total capitalization amounted to S 1,400 
million as against the total valuation of either the original investment 
or the physical properties on a very liberal basis amounting to not 
more than $ 800 million Thus the new corporation stood over- 
capitalized to the extent of 5 600 million Conserved earnings were 
used for reducing over-capitalization and by 1910, the value of 
tangible assets stood at S 1,187 million as against the total capitali 
zation of 5 1,400 By 1914 there were almost no intangible assets 
m the balance sheet which showed an undivided surplus of S 150 
million F \V Woolworlh Company was formed m 1911 by the 
amalgamation of a number of small companies It was over-capitalized 
at the time of incorporation but by 1930 the earnings of the com- 
pany were increased from S 5 jniUioji to $ 25 milhoji and in 1930 the 
balance sheet of the company showed a sizeable surplus, the good- 
will \?ds shown at a nominal value of $ 1 only In both cases over- 
capitalization was turned into under-capitalization (b) Over- 
capitalization can also be corrected by reducing the amount of the 
par value of outstanding equity shares 

It ib also said that the only insurance against over-capitaliza- 
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tion IS under-capitahzation and the premium of that insurance must 
be paid by those uho supplv the equity capita! bj foregoing the 
receipt of a part of the funds a\ailable for dmdcnds 

Over-capitalization m modem compan> finance is cot a fre- 
quent occurrence Some of the tmiIcts hold the opinion that a com- 
pany should not be branded as o\er*capitalized simplv because it is 
not able to produce adequate earnings currently if its balance sheet 
does not contain intangibles and the tangibles are shown at cash cost 
minus depreciation The term o\cr-capitalization is a sort of stigma 
and implies a certain ^ense of wrong dome It should, therefore, 
be applied to situations where there has been an obsious failure to 
pay in full par \alue for the shares issued In countries file the 
United Stales of America emphasis on par value m the discussion 
of under- and over-capitalization is declining on account of the 
increasing use of no par shares The emphasis is shifting to the 
assets side of the balance sheet The Securities and Exchange 
Commission, under its reculations requires the companies to disclose 
not only the methods of accounting but also of valuations , some of 
the courts also have held in their deasions that goodwill based on 
anticipated earnings as opposed to those from past earnings, is not 
property and therefore not a valid consideration for an exuberant 
issue of shares These attitudes are proving very helpful m curbmg 
the unhealthy practices responsible for the emergence of the state of 
oNer*capitaIization 
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Long-term Finance in India 

(Traditional Ageqcies) 


Capital IS the predominant factor of production It is the life- 
blood of modern industry The more modern an enterprise, the 
more is the capital needed therein, so much so that the capital 
invested in the railway industry is as much as five to ten times of the 
annual output. In manufacturing industries, although the propor- 
tion of capital and output is not so high, yet the more complicated 
the process of manufacture, the higher is the proportion of capital as 
compared to the annual output The following figures be studied 

Total capital comparetl to annual output of certain mtluttriet 


(Rupees in crores) 


Industry 

Annual output 

Total capital 
invested 

Total capital slioun 
as percentage to 
annual output 

Railways 

349 

1033 

300 

Chemicals 

48 

6J 

J27 

Glass 

5 

6 

120 

Paper 

18 

20 

111 


23 

24 

104 

Bicycles 

4 

4 

100 


72 

63 

87 

Cotton textiles 

295 

238 

81 

Sugar 

77 

55 

77 

Jute 

113 

67 

60 

Vegetable oils 

85 

23 

27 

Soap 

15 




It will be observed from these figures that m industries like 
chemicals, glass, paper and cement the total capital invested is greater 
than the value of annual outturn while in the bicycle industry the 
capital IS equal to the annual output Among other industries of 
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!2::s:^s^=iS.rHs: 

essential property vshilc the latter necessao tn^”' 

day tsorkmg expenses Th' P™' , „ , expenses that arc 
product, on^hile the latter offered 

necessary in order to make ’ V ^ Acain, the former is 

The one is static, while the “'f short-term character 

of a long-term nature, while the latt„^ of a shoil 

The fixed assets needed „,s implements, 

plant and machinery, p""* ® j™]. ens eicctnc and spitniler 

iailway sidings and roads, ^.ps quarry and laboratory 

installations, x chides, ‘^' sxed opdal 111' "p*?® 

equipment, etc , all of which *“ <o form hx a q,,, matenals, 

iital on the other hand is either ‘"'f “i" a,c parts, or is needed 
stores and finished products, loose tools and sp ^ P ^ adminis- 
for granting credit to '“«omers or for mttl S > renewals, 

trame and other expenses such 

etc The circulating capital is ciiculalina capital can 

It must, however, be tememberrf th i; machinery ts bought 

be turned into fixed capital and "" "" buildings out of 

or extensions and ""P'O''®'"*' X',mula,.ng capital into 
profits, the sum involved moves f”™ , ^ juid for scrap or an 

fhe fixed capital SVhen “bsolelc mach.ne^s^^^_j_p ^^^,^^,3 ,t „ 
unwanted building is dispos^^. <he “pass back into 

not required for other iMchiney or bundi^ _^^.^ gam 

circulating capital and be used P rhc background of most 

An interchange of this nature goes q pq aery mmor nature, 

businesses, but the transaction arc osuaU^of^a^ve^^^ q, 

and the movement docs not affect the moment is to be found 

total capital employed in any business at a^y ,r 

either in the circulating capital or in ^Ihe tixeo cap 

third form of capital m the businew , capital mav differ 

The relationship between fixed and wmking^^^P 53me 

from country to country, from ‘"fusltk ^ industry In more 

country, and even from unit to omt in . q llnitcd Slates, 

rdvL«d and highly industnalmrf raunmes like the^ 

"n?,he;efr»^r“^^ of fixed capital to 
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working capital is much higher In less advanced countries the 
proportion of fixed capita! may not be so high 

With regard to industries, the degree of mechanization and 
automatization as also the size of unit must generally determine the 
proportion of fixed and working capital The iron and steel, hydro* 
eiectnc, mining metallurgical, and heavy engineering industries are 
usually organized on a large scale, and require a greater proportion 
of fixed capital on account of higher degree of mechanization and 
aatomatizalion ^ On the contrary, m consumer goods industries like 
cotton textiles the value of raw materials and labour is so suljstantial 
that the proportion of working capital is much greater than that of 
the fixed capital Similarly m a mail order concern where the 
operations consist entirely of simple office accommodation, furniture 
and fixtures or warehouse and packing facilities the fixed capital is 
very small m relation to the circulating capital 

Among our own industries, there are on the one hand such 
highly capitalized industries as glass, chemicals, cement, paper, 
wherein the fixed capital is two to three times or even more of the 
working capital , on the other hand, there are industries such as 
cotton textiles, sugar, soap, etc , wherein the proportion of fixed to 
working capital is reversed Midway between these two extremes 
are iron and steel, jute and vegetable oil industries, wherein the two 
types of capital bear an almost equal proportion The following 
figures may be usefully quoted m this connection 


Pereentago of fixed end working capital 


Industry 

f ixed Capital 

Working Capiial 

A Glass 

72 

28 

Chemicals 

65 

35 

Cement 

63 

37 

Paper 

62 

38 

B Cotton textiles 

35 

65 

Sugar 

37 

63 

Soap 

37 

63 

C Iron and Steel 

46 

54 

Vegetable oils 

49 

51 

Jute 

44 

56 


The chief reason of a higher proportion of fixed capital in 
such cases is the use of costly machines of huge size requiring 
spacious premises and costly building accommodation Out of 


1 “The nature of an indusiry has a great deal to do with the relative proper 
non between block and working capiui required The more roundabout and 
complex ihe processes of production grow, the greater must be the propor- 
tion of fixed to working capital In such industries as hydroelectric, iron 
and steel and even m jute and cotton, block capital is very large m relation 
to working cap/taJ *’ (Saro; Kumar Basu, Indutlrial Finance m India, J95J, 
P 5 ) 
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Rs 105 04crorKimKtedinf»rfa»rtsoftheTaUlron^an 

CoInpaIl^ason31st M=Tch,J^9«J^ r • 

0 e . 98». ) S’ „„es”m«red m filed as^els on lie 

ner\ Acam, out of Rs 01 ^ 31 99 crores 0 e , 

SrTo'rceo^iaJr/d-l^ntS .n’’Vo7fiee ..ed a.«. a. 

cl\enbelo^^ rs 

Furniture and ofEcc ^uipment 
Live-stocV and \ehicles 


De\elopmeni propertv 
Rail\'a\ sidings 
Mining nghts 


70^,000 
36,00,000 
xv> 23,24000 

Rs- 23.18^ 

Rs 21,24000 


Total 


Rs 1.74 00000 


,, not <0 much t^e 

•n,e problem of industnal finance honever ,„d,„dnal uniK 

problem ol; an .ndn=tn as a “'pon.on of fi-e^ 

MparateU and itmaj be noted that Ibe p a close 

vorktnt capital in indnidual units does n jpetance. in th' 

^llbonshTp to that of the tndustrs as a vhole bot 

"on and sfeel indnstri fl' “^il nhilffiie Serf 
and the working capital 54 « of the lomn ^5 of me 

msested in the Tata Iron SJ”' -uorUng Tie 

total, thus being tuo and a 'Vge of the total, nhf 

fixed capital in the cement 'odu^tr> is ^ is onlv 

the fixed capital of the DalmiaCOTWlCBb ^ capital Tti* 

the total, 1 e , being le«s than a third of the pj^banuation ma' 
IS so because in the same induslr> the the proport‘0'’ 

nofbe Smar in different manual proem's 

;^rS-hrpfo;onmn"^2n^^^^^^ 

Pereenmge of fixed ond .xcrl iog oxpdol I» 


IrtdusiT} 


TiL° "copdi rmS 


IsoS'SlfSd'rAhmedabadfWW) 1900 

Tata Mdls Ud.. Bombas (1956) 124 

Iron end Steel 


9,469 

134 


83 

52 


Tata Iron 


S. Steel Co Ltd-, 


Bomba' (1958) 


10,504 


Cilculsl®4 froo 


n.L.'r, Sl»xl« cfComroiucs conconed. 
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3 Cement 

The Associated Cement Co Ltd 


Bomb.iy (1957) 

1953 

47 

2,105 

53 

Dalmia Cement (Bharat) Ltd (1956) 

69 

23 

307 

77 

Orissa Cement Ltd (1956) 

111 

44 

250 

56 

The India Cements Ltd (1955) 

100 

58 

72 

42 

4 Jiile 





Anglo Indian Jute Mills Co Ltd (1950) 

67 

25 

207 

75 

The Standard Jute Co Ltd (1956) 

39 

37 

65 

63 

Chitavalsah Jute Mills Co Ltd (1951) 

21 

13 

135 

87 

5 Cool 





Amalgamated Coalfield Ltd (1956) 

27 

50 

27 

50 

Bengal Dhatdee Coal Co Lid (1956) 

3 6 

37 

6 

63 

Bharat Collieries Ltd (1956) 

67 7 

49 

68 7 

51 

6 Tea 





Amluckie Tea Co Ltd (1955) 

6 

21 

21 9 

79 

Banarhat Tea Co Ltd (1955) 

19 

21 

73 

79 

7 Sugar 





Belapur Co Ltd (I9S6) 

39 

17 

202 

83 

The Gwalior Sugar Co Ltd (1955) 

18 

36 

32 

64 


It may be noted lh.it uorjcing capital m most cases is more 
than the fixed capital, varying from two to five times the fixed 
capital In a Tew units such as the Tata Iron and Steel Co Ltd 
and the India Cements Ltd , however, the fixed capital is greater 
than the working capital being 71'*„ and 58% respectively of the 
total capital 

Thus It IS not possible to lay down a hard and fast rule with 
regard to the proportion of fixed and working capital in any industry 
or unit , only outstanding tendencies have been indicated 

(t) Long-term and Bhort-term copilat. Generally Speaking 
all the fixed capiMl is Jonglerni and all the circulating capital is 
short-term But a part of the circulating capital which is necessary 
for holding a minimum level of niw materials, stores and finished 
goods in an industry is sometimes regarded as long-term in char.icter 
and only the balance is treated as short-term capital 

(c) flTediiini-ternt capita/. Although at any given moment in 
the life of a concern there exist only two forms of capital fundamen- 
tally and statistically, viz , fixed or long-term and circulating or 
short-term capital But from the standpoint of availability of finance, 
there IS also an intermediary class termed as medium term capital 
It IS that part of the capital which is needed by an industry for the 
purpose of extension and replacements It is difficult to calculate 
the proportion of mcdium-lerm capital as the published balance 
sheets or other statistical data do not publish this figure separately 
The requirements of medium-term finance also vary from industry to 
industry, from unit to unit and also from lime to time m the case of 
the same industry or the same unit A newly set up industrial unit 
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may not require any medium-term capital for a number of years till 
some of the machinery or other equipment becomes unserviceable 
On the contrary, an old established unit or one contemplating certain 
rationalization schemes may require substantial amount of medium- 
term capital 

There is no unanimity of opinion regarding the period for 
\shich short-term, medium-term and long term capital is requited by 
industries The committee on State Industrial Finance Corporation 
m West Bengal (1951) defined the three terms m these words short- 
term credits as those for periods up to one year, medium term credits 
as those advanced for periods ranging from one year to fen years 
and longterm credits as those made for periods over ten years 
This definition was also accepted by the Committee on Finance for 
the Private Sector popularly known as the Shroff Committee which 
reported in 1954 * This classification, however, can only serve as a 
working guide and should not be regarded as sacrosanct or static 
In Germanv , short-term credits arc available for a period of less than 
one year, medium term credits for periods of one to four years and 
long-term credits for periods of four years and longer* The 
distinction IS based on banking practices in vogue in that county 
In Austria short-term credits allowed by banks are up to 12 mon^s, 
medium-term credits from one to five years and long term onw for 
periods over five years In Great Britain, the most typical of new 
institutions providing long term finance to industry is the Industnal 
and Commercial Corporation Ltd , which advances loans redeemable 
over 5 to 25 years Thus, the practice of European countries seems 

to regard short-term finance up to one year, medium-lenn from one 

to five years and long term for periods above five years and this 
distinction seems more desirable and nearer practical considerations 
and may better be adopted by us ’ The Refinance Corporation for 
Industry, the institution mainly catering for medium-term finance in 
India, normally used to grant loans from three to seven years and m 
exceptional cases up to 10 years 

Forms of long-term finance 

Long term finance usually lakes three forms (a) shares, 
(b) debentures, and (c) loans The primary source of long tem 
finance is the share capital When a joint stock company is formed, 

It mvites the public to subscribe funds in the form of share capital 
Debentures and loans are only a secondary source of long-term 
finance and may be relied upon to finance schemes of extensions or 
improvements or of rationalization 

Shares may be (a) equity or ordinary, and (b) preference 
to the passing of the Companies Act, 1956, there us^ to fae a third 


1 Report, p 28 

- The report on the Supply of Capital Funds for Industrial DeYeiopmcm in 
Europe {Project No 292‘, 1957, pp 28 29 
a Mr SarojKumarBasuagreeswiththisview 

(ladiarrial Flnanee in India 1953, p 5 J 
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type of shares termed as deferred shares The said Act has done 
away with these shares 

Preference shares carry a preferential right to dividend and 
repayment of capital in winding up These may have several cate- 
gories, VIZ , (i) simple or non-cumulative, (ii) cumulative, (m) parti- 
cipating, (iv) non participating, (v) redeemable, (vi) irredeemable, 
(vii) convertible, (viii) non convertible, etc Amongst the simple or 
non cumulative preference shares, there arc sometimes several sub- 
classes, VIZ , first preference shares, second preference shares, etc 

Legally, all shares other than the preference shares are termed 
as equity or ordinary shares A large part of the net profits of a 
company, after paying a fixed dividend to preference shares, if any, 
IS paid as dividend to the ordinary shares In the absence of deferred 
shares, they are entitled to the whole of the surplus profits A major 
portion of the authorized capital of companies is always in the form 
of ordinary shares 

Bonus shares are those which are sometimes issued by a 
successful company to its shareholders in payment of the bonus or 
additional dividend out of accumulated profits of the past This is 
by way of capitalization of profits 

Debentures also have several classes being categorized on the 
basis of transferability, security or redeemability The debentures 
which are registered in the books of the company and are payable to 
the registered holders who cannot negotiate their holdings, except 
according to the prescribed procedures are called Registered Deben 
tures The debentures which are not entered m the books of the 
company and are payable to the bearer thereof are called Bearer 
Debeniuies They are negotiable mstruments 

Simple, naked or unsecured debentures are those where no 
security is given to the lender for the payment of interest and the 
repayment of capital The holders rank as ordinary creditors of the 
company in liquidation Debentures which are secured by a charge 
on the assets of a company are called securerf debentures In case 
of default the creditors can make good their loss from the assets 
charged The charge is sometimes fixed or specific and sometimes 
It IS a floating one 

Redeemable debentures are repayable after a stated period of 
time and irredeemable ones arc not so repayable during the life-time 
of the company 

These various types of shares and securities are issued m order 
to suit the temperament and taste of various classes of investors 
Preference shares are generally favoured by cautious investors, who 
want a guarantee of minimum dividend, but they cannot be regarded 
as safe as debentures, which enjoy a greater security both of payment 
of interest and repayment of capital, nor so profitable as the ordinary 
shares where there is no limit to the getting of gains In prosperous 
times preference shareholders get nothing more than their fixed 
dividend unless they hold participating preference shares, while in 
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times of adversity like ordinary shares they run the risk of losing 
their entire capital though they are protected to a certain extent due 
to their preferential right of repayment of capital in the event of 
winding up The difference between these tuo kinds of shares is not 
so much of kind as of degree Though both of them cannot be 
placed at par preference shares are preferable in times of adversity, 
while in times of prosperity the ordinary shares arc liked most, but 
neither of them are free from the inherent risks of the industry In 
practice preference shares appeal to those investors who are willing 
to make some sacrifice of income in the interest of secunty and are 
issued by those companies which are almost assured of their earnings 
and whose business is not of a speculative nature 

The debentures are a very desirable means of raising a part of 
long term finance as it is economical as compared to shares, the rate 
of interest being lower than the dividend on shares But vt is not 
considered a sound investment because the holder of debenture bond 
IS not allowed to share in the prosperity of the company and he is 
only entitled to his pound of flesh No doubt greater prosperity of 
the company improves the value of his security and enables him to 
sleep more peacefully but puis not a paisa more income into his 
pocket However they are preferred by an investor of somewhat 
conservative nature who is not interested in the prosperity or adver 
sity of the concern Rather he is interested in obtaining regularly 
bis fixed interest out of capital »f not out of profits If adverse times 
come, he must withdraw his money as creditor of the company 

Usually It will be noticed that the business community prefers 

ordinary shares whereby it partakes m the control and the prosperity 
of the concern , the middle class people (government servants, emp 
loyces of banks and commercial firms, teachers, doctors lawyers, etc ), 
prefer to invest in preference shares , and institutional investors and 
other large investors prefer to invc>t m debentures whereby they arc 
ensured of a safe and fixed return regularly 

In India major share of industrial finance is contributed bv 
ordinary shares Mr M A Mulky studied the finances of 597 com 
panies in 1946 m order to find out the relative proportion of different 
securities m the fixed capital of these companies 

Out of 597 companies w'hose capital structure was examined, 
382 companies did not issue preference shares and 579 did not issue 
debentures, but all of them had ordinary shares Out of the total 
paid up capital (including debentures) of Rs 151 30 
Rs 108 53 crores (72®,,) was contributed by ordinary shares, ^ ^ 
crorcs (or 20®o) by preference shares Rs I 15 (or l®o) by deferred 
shares and Rs 1 38 crores (or 7®o) by debentures The matcfi 
industry depends entirely on ordinary shares and the proportion m 
several other industries is also high For instance, timber has 9o o 
ordinary share capital cement 92®<,. steamship and tea 90®o wen 
and coal 88®o Preference shares have been favoured most by iro” 
and steel industry where their perwntage share slightly excee^ that 
of ordinary share capital and by chemical (31 “o). jut® 
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engineering and constriicfion (2fi%), and paper industries (22'’,,) 
Debentures arc not popular m ihc cotton textile or tea industries 
Taper (20'Xi) sugar (15“,) and lute (I!'*,,) industries have raised a 
part of their finance in the form of debentures The above figures 
relate to the year 1946 The position is not very much different 
today The capital raised by joint-stock companies (non-government) 
during the calendar year 1964 amounted to Rs 103 71 crorcs (includ- 
ing bonus shares and loans) wherein the relative proportion of 
various securities was as follows' 



Rs in crorcs 

Percentage to total 

Ordinary shires 

77 14 

74 2 

Preference shares 

4 42 

43 

Debentures 

II 07 

10 6 

Bonus shares 

192 

1 9 

Loans 

9 16 

90 

Total 103 71 

100 


If. however, the issues of Government Companies arc also 
taken into account, the share of ordinary shares is considerably 
tmpicivcd, since Government Companies ordiiniily neither issue 
Preference shires nor Honus shares The issue of debentures is not 
.ilso popular with Government Companies The rchlive share of 
dilTcrent seciintics of all compinics (Government and non- 
Oovernnicnt) comes to as follows 



1964-65 

Rs m crores 

"o Share 


Ordinary sh.ircs 

237 53 

85 8 


Preference shares 

4 42 

1 6 


Debentures 

11 81 

43 


Bonus shares 

1 92 

0 7 


Lo ms 

20 96 

76 


Total 276 64 100 


DenominatJoii of securities 

Denominilion or face value of security is also important from 
the paint of vieiv of rating finance Jt slioidd be yrpt at a figure 
which would appeal to the particular type of investor approached 
For example, preference shares arc usually preferred by a cautious 
but small investor , the advantage of keeping the dcnomimtion of 
preference shares low becomes obvious in order to suit the conve- 
nience of such 3!}yc$lors Aforeover after Ihe ebolilion of the princely 
states and the zamindan system andimposition of ceilings on incomes. 
It IS but desirable tint securities of small denominations should be 
issued by industry in India It is, however, noteworthy that the 
dcnommilional structure of Indian industry from this standpoint 


* Reserve Bank of India— Report on Currency and Finance for the year 1964-6S 
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Iea\es much {o be desired There is Jack of uniformits and balance 
The denominational \alue of sccunties is found to %ar> from Rs 0 50 
to Rs 2,500 (ordinary shares basing 30 different denominations, 
preference shares 15 and debentures 6|,' the most popular denomina 
tions are Rs 10 Rs 100 Rs 5(X)andRs I 000 as shown below 


Popular denominations of share* in fnrfia* 


Aome of Share or Secuni} 

Most popular denommalion 

Ordinary shares 

Rs 

10 and 

Rs 100 

Preference shares 

Rs 

100 and 

Rs 10 

Deferred shares 

Re 

I 


Debentures 

Rs 

500 and 

Rs 1,000 


After studying the denomination of different secunlies Mr 
M A Mulky obserses Both the Rs 10 and Rs 100 denomina 
tions are within the reach of the small Indian insestor but the 
Rs 500 and Rs 1,000 denominations which have been faioured for 
debentures are definitely outside his reach U is therefore, desirable 
that the denomination for debentures should be fired at Rs 100 
so as to enable the small intestor to mtest m this safe tvpe of 
security If ordmarv shares of Rs 10 each preference shares of 
Rs 100 each, and debentures also of Rs 100 each are issued b% 
companies, some uniformity of denomination will be easily 
obtained ’ * 

Traditional agencies of long-term finance 

The tradiliona) agencies supplying finance to Indian indusirv 
base been (1) imestiug public, (2) managing agents (3) public 
deposits, (4) institutional imestors (i e , insurance companies, msest 
meni trusts, commercial banks, etc), (5> self financing, (6) Central and 
State Gosemments, and (7) foreign capital 

(i) Investing public. The initial finance required b\ 
industries is usually obtained by them in the form of share capitaL 
A part of the share capital may be taken up by the promoters, 
directors and their friends, etc Remaining shares arc offered to the 
public for subscription Additional capital ma\ be found by the 
issue of further shares (ordinary or preference) or debentures. 
During the second World War and for a few > ears thereafter, tie 
market for equities was graduallv broadening in Jndia, but in subse 
quent \ears it received a set back A glance at the fieures relaliog 

to the number and paid upcapitatofyomt stock coropaniesat work 

IMA Mulk>, The ^ete Capital Isfue tad a, 1947, pp 6270 

• p 70 ^ 

3 Between January 1956 and June I960 of31l ordioao stare issues, 107 isrJ« 
wereof Rs JO deDormaaUoo and 73 tsfuesof Rt- lOOdrBoaiJsaiion , of » 
preference share issues, 60 issues were ofRs 100 denonunationand Jjol 
Rs 10 denomination , of tbeCTdebenloreisswes. il wereof Rs JOOOoenorni 
nation 7 of Rs. 100, and 6 OfRs 500 denomination tReserv« Bank Bulletia, 
Feb 1961, p I7I ) 
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in India since 1939, will indicate that the share market was easy tjJJ 
1950, but the progress thereafter was rather slow As a result soon 
after the initiation of the First Five Year Plan it was found that 
investment in the private sector had not reached the level envisaged 
in the Plan Consequently the Reserve Bank of India, with the con- 
sent of the Central Government, appointed the Shroff Commltee' in 
1954 to examine this question TTie representatives of industries, 
stock exchanges and chambers of commerce who appeared before 
the committee were almost unanimous m their view that it was 
difficult to raise new capital m any appreciable amounts except, 
perhaps, for the very best companies ^me idea of the progressive 
deterioration in the condition of the capital market could be 
obtained from the figures of the consents granted for new issues by 
the Controller of Capital Issues under the Capital Issues (Control) 
Act, 1947, and of the actual amounts raised by such companies as 
furnished relevant returns 

It will be obvious, the annual amount sanctioned was Rs 73 
crores, whereas the amount of capital actually raised was Rs 28 
crorcs during 1948-52 * The situation did not change in subsequent 
years also During the six years 1952-57 the amount of capital 
sanctioned (and this relates only to reporting companies) was 
Rs 312 60 crorcs, whereas the actual amount raised was Rs 19S45 
crores, the annual averages being Rs $2 10 crores (sanctioned) and 
Rs 33 08 crores (raised) rcspeaively * The annual average of 
sanctions for 1951 58 came to Rs 61 6 crores and of the amount 
paid-up to Rs 33 5 crores only * 

The situation improved since 1959’ when there was a spurt 
in new issue activity and a prolonged boom in the stock market 
The encouraging public response since 1959, was accounted for by 
continued import curbs (since 1957) and the growth prospects for 
industry m the Third Plan* The easy conditions of the capital 
market were, however, of a short duration and lasted till the end of 
1962 As a sequel to the declaration of the Emergency m October 

1962 and Its aftermath including Pakistani attack in August 2965, 
the capital market received a rude shock, and since the beginning of 

1963 It has continued to remain subdued ’ 


‘ The Comtniilee on Finance for the Private Sector 1954 

* Report of the Shroff Comnuiiee 1954, p 30 

* Reserve Bank of India Report on Currency and Finance for the year 1957-58, 
itatement 47 

I Reserve Bank BuIJeun. Feb 1961, p 177 

6 “The high level of new issue aaivity notic'd iince 1959. continued during 
1962. though towards the close there were signs of some slackening owing 
to the depressed slate of the stock markets Public response to the issues 
offered on the market, afthough seiMtivc. was gencraiVy saOsAcrory and 
several equity issues particularly those with growth prospects and backed by 
foreign partiapation attracted suable over subscriptions ” (Reserve Bank of 
India — Report on Currency &■ Finance for 1962 63 ) 

* Reserve Bank Bulletin. Feb 1961 p 169 , 

r Forreasonsofthisslaekness lotbecapiulmarket, see chapter 11, The Indian 
Capital Market’ 
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( 2 ) Managing agents He roosl important acrac% proMcLas 
long-term indu'^na! tinaace in India has been the martagicg aseci'- 
The agent*:, besides being responsible for the promotion and manage- 
ment of compaiues also act as financiers and guarantors of Joans 
Thz\ not onh preside bJocl and «orlarc capital themsehes but are 
mslmmenial in obtaining it from other sources in the form of 
debentures, bank loans and public deposits placing secnniies 
of companies on the market ihe\ perform the functions of the 
unders\'nters of issue houses of the west or industrial banks of the 
continent and in this manner bnnc together the lD^esIor and the 
industrs This msiituiion has led the countn <uccescfuIJ\ through 
the industrial dc\clopment dunng the last 100 scars or so bemg 
responsible for promotirg. tnanapnc and fmancing almost all the 
important large-scale industries of the ccuntrs like tron and steel, 
jute and cotton textiles, tea gardens and cement etc. 

At the time of the discussion of the Indian Companies Bdl, 1955 
in the Parharaenl it was disclosed that in 1954-55. cut of the paid-up 
capital of Rs 251 21 crores of 27.779 companies m existence, the 
managing agents contributed Rs 29 3 crores. t^mg 13 6'"^ of the 
aggregate paid up capital As regards loans aodadiances made cr 
guaranteed bv the managing agents, the perceriage worked cut to 
about 24 Thus, the total comnbjiion of oanapna agents came to 
37 6‘ fl of the paid up capital which represents a xubaannal share 

Althou^ the managing ageac> sjstcm has rendered seoman 
serkice to Indian indusir) and forms the basic framework of cur 
jsdusinal financial sjracture. the s> been abused to a certain 

extent Consequent!), since the fonnulaiJOD cf the Companies AcU 
1956. a pofic> of gradual ehmination has been adopted, and 
Gosemment has taken powers to ebminaie It from anv induar} cr 
busmess at am time b\ psing due ootice kndrr the orcumsiances- 
it IS desirable that Indian indusmes should be made less and Jess 
dependent financial]) on nanapng agents. It must, howeier, be 
remembered that a hast\ action to' abolish the ss-stem is like!) to 
create a sacuum in the industrial field and disrupt industry 

The National Council of Applied Economic Research has 
studied the financial stake of manapng agents in Indian indjstn 
afier lie adoption of the pobes of tbeir gradual rimination under 
the Indian Compaiues Act, 1956* Tbestud\ meals that manag- 
ing agents ccntnbulc to the stare capital cT public lun-ted com- 
panies managed b\ them a minimum proportion of 25 to 35^p of the 
subscribed capital In the case of large-sized companies more than 
70^a of the secured bank Joans, and tn lie case of raiddle-sized com- 
pames, more than 50' o <of sjdi loans are guaranteed b) managing 
asents. UnsecuiKJ bank loans form a sjnsU proportion of the tciaJ 
tens of companies but managmg agents guarantee 31 f*"*. of those 
obtained b\ larce-smed compimies and 2^:% of those obtained b' 
medium-sired companies. JVfanacinc agents also net as guaranlors 
for all the credit extended b) Stale Fmannal Corporaijons and most 
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of that extended by the Industrial Finance Corporation Fixed 
deposits arc of considerable importance for smaller companies and 
the personal security and credit of the managing agents ensure a 
steady flow of deposits from the public After a detailed analysis, 
the study concludes ‘that despite the emergence of state sponsored 
financial agencies the capital market in India has not yet developed 
to an extent that would substantially reduce the risk and difficulties 
of financing the corporate sector , nor has there been any prominent 
development of specialized institutions for company promotion 
Hence, from the institutionaJ angle, the need still exists for a system 
that integrates the several functions required for business floatation 
and operation ^ Thus, managing agents still continue to be an im- 
portant institution m the effective performance of the private sector 

Lately the Managing Agency Enquiry Committee in its Report 
(1966) observed "In the present economic context, when the country 
is faced with an emergency, when conditions in the capital market 
are sluggish and when there is particular need for not disturbing the 
sense of confidence of the private sector unduly, there is much to be 
said for hastening slowly in reforming the system of industrial 
management in the country ' Much against the wishes of the com- 
mittee, the union go\ernmenl has taken the decision to abolish the 
system after giving three years nonce from jute, cotton cement, paper 
and sugar industries In other industries the position is to be review- 
ed periodically This docs not appear to be a wise step as it will 
deprive the country of (his oldest and an important source of 
industrial finance 

( 3 ) Public deposits Public deposits constitute an important 
source of industrial finance m some of the Indian industries, parti- 
cularly in sugar, cotton textiles, engineering, chemicils and trading 
concerns Although public deposits are principally a form of short- 
term finance, but have since long been utilized to provide long and 
medium-term finance by cotton mills of Bombay, Ahmcdabad and 
Sholapur and tea gardens of Bengal and Assam largely and by some 
cotton mills of Bengal and Punjab to a smaller extent The system 
IS a legacy from the old past when the banking system had not 
developed adequately and the money was kept for safe custody with 
the Mahajans In Bombay and Ahmedabad the men who established 
the mill companies were either merchants or shroffs in whom the 
public had confidence, and hence their savings were entrusted to 
them These deposits are received from the public, the shareholders 
and the employees of the mills 

From the figures collected by the Indian Central Banking 
Enquiry Committee during the thirties. It will be observed that m 
Ahmedabad public deposits constituted by far the largest single 
source (39®o) of total finance to the industry and in Bombay 
contributed II ®o of the finance* The system worked vigorously 


‘ tiCAi,n.~Tlie Managing Agency Sytiem.r> 137 
i Report of Ihe Indian Cenlral Banking Enquiry Commiltee 
l.p 278 


1931, Vol I. Put 
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and \\ell and no complaints \kcre heard Cither from the millowners, 
or from the depositors * 

The position m 1936 was better showing slight lower percent- 
age (10 2) for Bombay and higher (50 9) for Ahmedabad In fact, 
m Bombay deposits began to be withdrawn during the depression 
period as people lost confidence »n the Bomba> cotton companies 

The practice at Bombay has been of six or twehc months 
deposits but at Ahmedabad deposits are for a longer period, usually 
for a term of seven years The latter therefore is the nearest 
approach to debenture bonds, and from the point of view of the mill 
companies even better than debentures, as depositors have no lien 
on the assets of the comparues 

The Reserve Bank of India has collected figures for 1957, 1958, 
and 1959 for 1,001 public limited companies and for 1960-61, 1961 62, 
and 1962 63 for 1,111 public limited companies and has found that 
total deposits of compames have gone up from Rs 20 75 crores in 
1957 to Rs 33 77 crores m 1962 63* The distribution of these 
deposits industry-wise is shown below 


Deposita from publte tcith pubhc hmtteJ componie* 


(Rupees m crores) 


Industry 

1957 

1958 

1959 

mo-^1 

1961-62 

1962-43 

Cotton textiles 

9 98 

1064 

1027 

11 90 

12 55 

1341 

Sugar 

244 

3 16 

350 

2 67 

3 05 

3 32 

Engineering 

— 



2 56 

2 73 

286 

Chemicals 

0 60 

064 

0 72 

1 57 

201 

228 

Trading 

0 40 

0 56 

0 90 

1 77 

2 73 

3 05 

All Industries 

20 75 

23 76 

25 10 

25 49 

29 37 

43 77 

No of Cos 

1,001 

1,001 

1,001 

1.111 

l.Hl 

1,111 


Deposits from the pubhc were mainly in the form of fixed 
deposits, the proportion of fixed deposits to the total varying from 
65®o to 67'’o in three years (1960 62) The deposits were largelv 
concentrated in sugar, cotton, engmeenne, chemical and trading 
companies which together accounted for 75*o of total deposits m 
1962 63 Acceptance of deposits was fairly widespread among 
the companies of the cotton textile and sugar industries , more thjn 
half the number of companies in the former industry and two fifths 
of the number of companies in the latter, reported deposits at the 
end of 1962 63 

In relation to total borrowings, however, deposits were small. 


I Ibid Vol 1, Pan II (Minority Report), p 329 

* The Reserve Bank has collected figorei of deposits of con banking compares 
(vide Bulletin JuJyJ965and Notetnber 1966) which show a nsiogUend oi 
deposits with ^omt stock compames amoorting to Rs 39'66 crores at tne 
end of 1963 64 and Rs 37 47 crores at the end of 1964-65 
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ticcouniing for only about 4‘’„ of total borrowinfs of all industries 
taken togctlicr ns disclosed by tbc following figures 


Dfpitniis n* fi toiirrn ofjinanre (nil eomiinrilifu) 


Industry 

Dipatilt flt pcrcmingi of total Ijorrowlngi 
mo 6! mi r,2 1962 6i 

Sugar (65) 

57 

5 4 

6 8 

Colton textiles (220) 

K6 

9 0 

77 

l-nginccring (155) 

2X 

2 6 

24 

Chemicals (76) 

57 

6 S 

5 6 

Trading (59) 

78 

10 4 

10 5 

All Industries ( l.l 1 1 ) 

39 

4 I 

4 3 


(f igures in brackets indic.ilc lltc Number of Cos ) 
Sourci Reserve bank of India Ilullctiii, Aug June 1961, 
and I cbriiary 1964 

faking, however, the tndividuil industries, deposits contribuicd 
ti subManlial sJiarc of tJic toinl borrowings of umpinic* concerned 
«s shown below 


l)(’pii$llii <11 <» nourco «/ yi/inuca n/inipn «• prrfroffigc «/ Iwtril 
litirroiplnfi* «*/ c<»«»/>«filr» 


Industry 

1960-61 

1961-62 

1962-61 

Sugar 

n I 

13 0 

16 1 

Cotton textiles 

14 0 

14 2 

132 

Lnginecfing 

153 

140 

125 

Ciicmicals 

24 0 

25 K 

IK 0 

Trading 

31 7 

29 5 

32 7 

All Industries 

10 9 

10 9 

120 


The deposits disclosed a muked impornnee ns a source of 
finance for cotton icstile units tiaving registered oflicc nt Coimb ilore 
About one-llnrd of iJie total borrowed funds of these units w is 
from deposits Ollier groups m which deposits iiuounlcd for a 
fairly large proportion of the total b<»rrowings were the trading 
companies ol M idras and West Oengd. Sugar companies of the 
Pun] lb, engineering companies of Gujirat and Delhi and chemical 
compimes of Gujirit About 30'« of the lol.il deposits were held 
by companies with a pud-up capital over Rs 1 crorc each at the 
end of 1962-63 The practice of accepting deposits appeared to be 
less widespread among the sm liter compinics with paid-up cipital 
between Rs 5 lakhs and Rs 10 lakhs each than among the other 
cifegorics 

The system of raising capital by public dcp<*siis h is been 
severely c^^lcl^cd In the first plicc, ns a source of limnce, the 
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deposit s>stem IS \er> inelastic and uncertain It ma> not sersc the 
industry according to its needs and inone> deposit^ ma\ be \Mih 
drawn at anj inconvenient hme to the industrs It actuallj so 
happened in the case of Bombav mills during the penod of depres 
tion It IS therefore termed *a fair weather fnend It is also said 
to be a costly method of raising loans as compared to bani. loans, 
except in the case of a few larger and well-esiabhvbed induslnal 
concerns or concerns under the management of reputed firms of 
managing agents It is defective from the point of view of the 
depositors m as much as the unvvarv depositors may not be able to 
judge the soundness of the concern and may deposit his monev with 
unsound concern and thus risk his monev The depositors on 
account of iheir position as unsecured creditors are also unable to 
prevent the concerns from overtrading or otherwise in indulging in 
speculation 

There is no doubt that the method has its drawbacks But 
there can be no denying the fact that the development of the Bombay 
and Ahmedabad cotton mill industry owes much to the existence of 
thissvstem In normal times (his method of raising monev has the 
advantage of enabling a companv to keep its share capital low and 
to borrow at cheap rate and thus pay higher dividends than would 

have been possible if the entire money were in the shape of «hare 

capital The danger of a run in normal times IS not so great asts 
often made out Depositors m mills are not different from those in 

banVs in their memalitv and both are liable to panic and this is a 
danger which modern financial oTganizatioD carries with it It may 
not be the soundest system of financing but it would hardlv be fair 
or reasonable to condemn it categorically specially when it has stood 
the test of lime during the last 30 or -10 years It has proved a 
blessing to the limited sphere of the industry where it has fiounsbed 
so far 

(4) lastitational investors. In the Jong lenn capital 
market a very useful service IS perforroed bv institutional mvehors 
such as commercial banks, invurancc companies and investment 
trusts These institutions invest pari of their surplus funds in shares 
and debentures of joint stock companies 

(q) Conimerciu/ banks The practice of joint-vtock banks 
m India in regard to industrial finance is larcelv based on the Bntim 
tradition ol commercial banking under wTuch banks as a rule providt 
only the working capital requirements of industnes pnnapallv ofl 
the security of fioating assets and eschew long term advances agam't 
fixed assets or otherwise The advances so made to industne> come 
to about one third of their total advances A part of these advance 
though ostensiblv short terra, is renewed from time to time Thouch 

this part of the finance revolves or rolls over, m actual practice it 

does serve the needs of providing finance for long periods toa cert^ 
extent An fld hoc survev of ro^mm term loans granted by banks 
showed that such loans given to industrv on April 27, 1962 amousiea 
to Rs 103 6 crores, forming about 8“o of the total bank credit on that 



Long-term Finance in India 153 


debt Of this, a little over half was medium-ter/n loan proper and 
the remaining was short term renewed from time to time 

Apart from such finance, the commercial banks in India also in- 
directly partake in long-term industnal finance through (a) purchase 
of shares and debentures of industrial concerns, (b) making advances 
against such shares and debentures, and (c) investments in the shares 
and bonds of the Industrial Fmancs Corporation of India and State 
Financial Corporations investments of scheduled and non-scheduled 
banks approximate 2"o m shares and 1% in debentures of joint slock 
companies as shown below 


Inveitrnerita of achejalcd and non acheduled banka in 
aharea and debentures of companies^ 



31 12 52 

31 12 55 

31 12 64 

313 66 


Crore 

% 

Crorc "o 

Crore "u 

Crore "o 


Rs 


Rs 

Rs 

Rs 

Shares 

8 19 

20 

8 34 ! 7 

1663 IS"! 

25 61 2 5 

Debentures 

4 00 

10 

4 66 10 

26 90 3 0/ 

Total 

12 19 

30 

13 00 2 7 

43 53 4 8 

25 61 2 5 


Thus it Will be observed that out of the total annual investments 
of commercial banks about 3“ , arc held in shares and debentures of 
joint'Stocic companies 

(h) Insurance compamcr—lnsufance companies in India 
have played an increasingly useful role mthe provision of industrial 
finance through their investments in shares and debentures of well- 
established companies As on 3lst December, 1952, out of the total 
assets of Rs 292 92 crores, the investments of Indian insurance 
companies in shares and debentures amounted to Rs 41 ?9 crotes or 
14 3% of their total assets Of this amount, debentures accounted 
for Rs 13 15 crores, preference shares Rs 10 90 crores, and ordinary 
shares Rs 17 74 crores This level of investment is not in line with 
that prevalent in other countries where insurance companies invest a 
larger proportion of their assets in shares and debentures of com 
panics Two reasons ate said to be responsible for this low level of 
investment in India There has been an unhappy experience m the 
past of a heavy depreciation in the value of such investments 
Secondly, the restrictions imposed by the Insurance Act have acted 
to limit such investments It has been urged therefore that the 
insurance Act should be modified wth j view to raise the limits of 
investment m shares and debentures The life insurance business 
was nationalized early in 1956 and since then the investment policy 
of the Life Insurance Corporation of India which bad taken over 
about 240 companies has been completely revised The investments 


1 Compiled from Reserve Bjnk'j Annus) Repoft* under Section 36 (2) of ihe 
Banking Companies Act, 1949, cntitted Trend and Progress of Banking In 
India 
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of the Life Insurance Corporation are divided into three broad cate* 
gones First, Government and approved securities which generally 
mean gilt-edged securities , secondly, investments approved under 
section 27A of the Insurance Act , and thirdly, other investments 
The limitations are that at least 50*^ of the total funds should be 
held in Government and approved securities and 50^„ m approved 
investments (shares and debentures of companies) The section 27A 
has been amended accordingly and made applicable to investments 
of the Life Insurance Corporation of India with a further change 
that (he maximum limits of holdings of the Corporation of ordinary 
shares of the companies have been allowed to be raised from 10'\ 
to 30''<, of subscribed ordinary capital (with further provision for 
exceeding this limit with the prior approval of the Central Govern- 
ment) The Corporation has also been allowed to invest m private 
limited companies with the prior permission of the Government 

Trends of stock exchange investments of the Life Insurance 
Corporation of India during 1957-66 are shown below 


Year 

®© share of 
public sector 

share of 
pnrate sector 

1957 

77 A 

226 

1958 

78 1 

219 

1959 

78 2 

21 8 

1960 

78 7 

21 3 

On 31 3 1966 

73 5 

197 


It means about 20% of the investments of the L I C are in 
the private sector OutofRs 5I2 76 crores invested in India on 
31st Dec, 1960, Rs 92 05 crorcs (le, IS^’o) was in shares and 
debentures On 31st March 1966, shares and debentures accounted 
for an investment of Rs 183 19 crores (i e , 20 4®(,) out of the total 
inv estments of Rs 896 42 crores in slock exchange securities 

It IS noteworthy that there has been a decline in the proportion 
of investment in the private corporate sector as compared to the 
public sector, the decline being from 22 6’’© m 1957 to 19 7°o m 1966 
Secondly, a comparison of investment pattern of life insurance funds 
m India with those in other countries shows that the investment m 
the private corporate sector IS proportionately much lower in India 
In }960, this proportion was -40% m the V K , 44% in the USA, 
42% in Canada, as against 15®© in India * 

(c) Imestment Trusts An Investment Trust is a joint-stock 
company vvhich sells its shares and debentures to the public like a 
corporation and employs the proceeds thereof in the purchase of a 
considerable number of investments It is a financial mstituti^ 
run for the benefit of its shareholders It has been aptU desenbea 
as ‘an agency for the co-operative buying and selling of securities for 
a group of investors' It enables the individual investor, however 

1 isCAER— Capital Martel in a Plaacrd Economy, 1966, p 20 
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small his resources, to obtain the advantages of wide diversification 
in a single commitment The principal business of the trust is the 
investment of funds in a van^ list of stock, shares, bonds and 
debentures In spreading out the nsks m various classes of securities 
and several industries and trades, the investment trusts partake some 
of the aspects of banking and insurance It is thus a useful link 
between the investing public and those who need capital, i e , the 
Government, public bodies and joint stock companies 

Broadly, there are two types of investment trusts, namely, (I) 
management investment trusts which are organized and function as 
companies, and (2) unit trusts which are created under trust deeds 
which provide, among other things, for the regulation of manage 
ment in regard to investment of funds and operate purely by virtue 
of a contract in the form of a trust agreement Management trusts, 
being organized as companies, are not trusts m the legal sense of the 
term , it is the unit trust which is really a trust in the strict sense of 
the term The unit trust has been commended for development m 
India It has several advantages It is eminently suited for catering 
to the needs of middle and poorer classes whose individual savings 
may not be large enough to facilitate direct operations on the stock 
exchanges Also since each unit represents a fraction of a number of 
securities, the risk undertaken by an investor in a unit is spread over 
a number of securities and is thus minimized It is also advantageous 
m as much as the actual operations of buying and selling securities 
are conducted by the specialized management company on behalf of 
the unit holders In view of these advantages, such msiifufions are 
particularly suitable m India where, in order to increase capital 
available to industries, small savings have to be drawn into the 
investment market 

The investment trusts while of recent growth in India, have 
long been known in Europe and other countries of the West The 
first investment trust formed in India in 1933 was the Jndusinal In\esh 
meiu Trust Ltd founded by the well known firm of brokers, Messrs 
Prem Chand Roy Chand & Sons of Bombay Tfie New India 
/n\estmen( Corporation Ltd and Bird's Inrestmenl Ltd were registered 
in Calcutta in J936 and the jmestment Corporation of India Ltd , m 
1937 During subsequent years panicuhrly the war years, a number 
of such trusts came into bemg. but their number is verv small 
The establishment in December 1963 of the U T I in the public 
sector fulfils a long awaited demand of the country 

According to a study* of the Reserve Bank of India, the total 
number of both public and private limited investment and trust 
compnmesin March 1959 was 595 with paid up capital of Rs 37 3 
crores At the present time Jiwlio needs most the scnices of such 
(iistifuitons far niabdizing small satings and invesuns them m shares 
and securities of diversified type of industrial ventures The large 
investing classes hive disappeared or are disappearing fast with the 


I published in ihe Reserve Bantc oflndia Bulletin, October 1960 
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imposition of ceilings on incomes and it is the small investor who can 
serve industry through investment trusts 

The Resene Bank has m its study suggested the broad lines on 
which unit trusts can be organized in India It states that some of 
the more prominent industrial houses, firms of brokers and insurance 
companies would seem to be the appropriate aeencies to organize 
and sponsor unit trust in India The possibiliiv of some of the 
existing well run investment trusts organizing unit trusts or convert 
ing themselves into unit trusts IS also sugeested the availabilitv of 
suitable blocks of portfolio securities and investment experience 
accumulated over a long period of lime are points mentioned in tbar 
fav our 

In a scheme for the promotion of unit trusts tax concessions 
have a significant place In spite of super tax concession, the few 
relativelv large investment trust companies in India, which function 
on the lines of true investment trusts were not able to provide 
sufficient attraction to the small investor m the matter of returns 
offered as well as capital appreaation There is therefore a strong 
case for the exemption of the trust income from lax Lookmff to the 
safeguards and protection to the investor, a measure of regulation 
of the unit trusts in India is also proposed The Investment 
Company Act, 1940 in the U S and the Prevention of Fraud (Invest 
ments) Act 1939 in (he UK. are mentioned as useful guidance 
m this regard Since at present the imeslrotnl and trust companies 
in India are organized and function under the Companies Act a 
separate piece of legislation is considered essential 

( 5 ) Self finaaclng The term ‘self financing refers to the 
retention of profits in the business by business concerns and is <oroe 
times also termed as ploughing back of earnings Self financina ot 
reinvestment of a part of the profits is ideal method of finanana 
expansions and improvements as it raises no complicated problOTS 

as docs borrowing either from banks or from the public 
reserves which have been built up during a continuous spell ^ 
prosperity bv following a conservative dividend policv can be i^ed 
as working capital with great advantage to the concern This 

method IS also the cheapest one Self financing has been a great 

factor m building and expansion of Bntish and American industries 
In Great Britain about 40‘’o of the income of industrial companiK 
was retained as depreciation allowances and undislnfauted 
during the vears 1950-51 to 1952 53 In Germanv undivided 

varied between 25 4”o to 52 6®o of gross earnings dunne 19-W 5 j 

period, in France the percentage of retained profits to gross fixco 
capital formation was between 43*0 ond 50*o dunng the vears 
1952 55 In Belgium retained profits are the most important soura 
of industrial capital in that country For small and memum sizea 
companies for which access to the capital market is difficult ana 
costly, self financing has been almost the onlv source of Iona term 
capital In Greece also the major part of industnal nnance is 
provided by retained profits 
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The position of Indian industry was not very much diOerent 
till 1950-51, when retained profits formed a significant part (40°o) 
of financial resources of Indian industry But the situation has 
changed recently The following figures show industrywise position 
in this respect 


Retained profits of selected companies 

(Percentage of profits before tax) 

Taxation^ Reserxe Bank's studies 

Industry Inquiry Com 750 Cos * 1335 Cos ® 

0946-51) 0951-55) 0961-64) 0963-64f 


1 

Cotton Textiles 

49 7 

23 

19 6 

92 

2 

Jute Textiles 

26 8 

17 

—60 

18 8 

3 

Other Textiles 

41 8 

2 

20 3 

26 4 

4 

Iron and Steel 

40 4 

65 

40 I 

43 5 

5 

Engineering 

43 7 

53 

124 

197 

6 

Sugar 

42 7 

41 

46 

95 

7 

Chemicals 

33 3 

1 

27 6 

23 7 

8 

Paper 

52 7 

55 

22 9 

28 5 

9 

Vegetable Oils 

36 5 

— 

10 4 

—37 

10 

Matches 

51 2 

28 

126 

99 

11 

Cement 

27 3 

39 

12 2 

16 4 

12 

Ten PUntaiions 

3) 3 

37 

49 

39 

13 

Other Plintations 

33 3 

37 

75 

14 3 

14 

Coal 

35 4 

33 

20 2 

33 8 

15 

ElectTicity 

220 

22 

2S0 

29 9 

16 

Shipping 

29 5 

53 

24 5 

27 1 

17 

Others 

43 9 

— 

— 

— 


Total 

lo"! 

‘39 

20 

Tbs 


There has been a sharp fall in the retained profits of industry 
in recent years The study of finance of 1333 public limited 
companies shows that retained profits formed only 20'’,, of the 
financial resources of companies during the four years I960 61, to 
1963-64, the retained profits for the year 1963-64 being onlyl8 8°o 
In the case of Iron and Steel industry the retained profits were as 
high as 65’o of ihc financial resources during the period 1951-55, 
but they declined to 43 5'’g in 1963 64 In shipping retained profits 
formed 53°, of total resources dunng J95I-55 period, but were only 
27 1°., in 1963-64 

This declining trend of retained profits is due to two reasons 
Firstly, the interest charges have been claiming an increasing propor- 
tion of gross profits from year to year Secondly, the tax prosision 
as a percentage of profits before tax has also shown a rising tendency. 


I Report of Ihc Taxation enquiry Commission, 1953 54 Vol I, pp 316 17 
s Reserve Bark Bulletin, October 1958 
s Reserve Dank Bullcim November 1965 
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ha^■mc ri'.irn from ?S 5“^ in 3960-61 lo52'S'’( in 2962-6?- Tbr 
indu'^ln ‘•hould be ^a\rd from this ^aiirnticn. 

(6) Cmtral and State Gormunents The indu^al polin 
of India till the frsl ^^'or}d War mas Msrd on ihr Enriisi oconomr 
pMosr>ph\ of /nissrr /cire and thus Gc'\mnnrnT kepi nsrlf slorf 
from ihc industrial field Bui under the enormous stress cfibe 
var. the docinne cf hix^ez faire broke domn and the iheon that 
inierferencc b\ *ihe state in the economic life of tie countn. "tras 
injurious to its v^cIl-beirE cane lo be discarded. The Indian 
Industrial Commission mhich examined the question ofindasinal 
dcielopmem of the countn under the chanced curumstances cf 
the lime recommended ir'rr cha that the sistr should plaj a definite 
role in the finannne of indutirx It suecesied direct finanthd 
assistance in the form of loans or of plant and machmrn cn thr 
hire purchase s\ stem to small or cotiace industries and cfnuaranlee 
cfdnidend cf ne'R companies and of Joans to come con^ms.cf 
lalanc: up of secunties. both shares and debentures cflaije"'^” 
industnes of national importance The Central Gcn-er^ent^ did 
not act up to the expectations of the Commission. It 
b\ merelv rendmn? indirect assistance m tic ferta cf discrmnnaimg 
protection to industn Some ofihtSiaie Gmemmentx.bo'nr'er. 
did realae thetr re«ponsib3itx towards lieindustnalceiTjopmssi 
b\ direct assistance and ihe> passed State- to Indusines Act w 
framed rules for the purpose * The follcosmc measures ware adopted 
b\ xanous states dunns the jnler-«3r period : 

1. The Madras State-Aid to Industries Act. 1922. 

2. The Bihar and Onssa Siatc-^d lo Industries Act. 392r. 

3 The Beacal State-Aid to Industries AcL IP3I. 

4 The Central Provinces Si3le-\jd lo Industries Act. 

5. The Punjab Industrial Loans Act- 192?. 

6- The Bombas Goienimeiii framed Rules in 192o- 

7. The United Proimccs framed Rules m J92J- 

8. The Ms-sore Gex-ernment framed Rules in 191?. 

9- The Department of Commerce and Industries began to assist 
industries in Hxdcrabad in I9IS. 

10. Baroda beenn State-Aid lo Industries in 3893. 

33- G-R-alior and Trax-ancorc also liad such rules- 

The assistance under these acts and rules -svas proxidrf 
form of loans guarantee of loans raised from barks, grant 
material and land at fax ourable rales, sapplx of machin^^ guar^ 
lee of minimum return on shares and debesiures. etc. Thtpeno 
of loans ecnerallj x*aned from 30 lo 20 j cars. 

Though Considerable sums of xaonex -oera adx-ai^d to ia--^ 

tries imder these proxrsions. the results vere rather 

and people began lo brhrve that the xttx 

assistance lo industn bj the Goxcrnmcnl x»as xirorg- The 

howexer, cflhe ■Rorkmeoftbesx’stcm ■nas not due to anj jnn_~-' 
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defect of the system itself but due to us wrong handling The primary 
reason of its failure was the lack of experience of the Departments 
of Industries and proper planning Enormous sums were advanced 
as loans to certain weak concerns which failed soon after and the 
recovery was impossible or only partial m many cases 

Bureaucratic delays in the disbursement of loans had m no 
small measure contributed to the disappointing results The most 
important cause of failure was the absence of a suitable machinery 
to disburse the loans after careful investigation The uncertainties 
in interpreting certain sections of the Acts, the lack of co-ordination 
in industrial policy between the Provincial and Central Governments 
and initiation of these measures at »in inappropriate period of severe 
economic depression were other important reasons for the failure of 
these efforts 

During the period of the second World War and thereafter 
conditions changed altogether, particularly after independence , and 
the Central as well as State Governments had to adopt a more 
vigorous programme of industrial assistance and finance Under 
the principles of welfare state and the planned economic develop- 
ment with an ultimate goal of establishing a socialistic society the 
Government has emerged as an entrepreneur and industrialist Now 
there are two separate sectors of industry— a public sector and a 
private sector fn the public sector the state is the sole supplier of 
entire finance But the state assistance continues in the private 
sector also The assistance provided during 1951-52 to 1953 54 to 
private industry was as follows 

(Rupees in lakhs) 


Central Cott Pan A States Part B Slates 

Type of 

finance 51-52 52-53 53-54 51-52 52-53 53-54 51-52 52 S3 53-54 


Investment 
m shares 


25 

108 

128 

186 

210 

530 

26 

157 

Loans 

310 

274 

827 

156 

280 

266 

77 

90 

42 

Grants-in- 

90 

17 

9 

6 

30 

22 

— 

2 



aid 











Total 400 316 944 290 496 498 607 118 199 


The budget provisions for subsequent years in respect of indus- 
trial development in the private sector arc as follows 

(Rupees in crorcs) 

Central Goyernment State Go\ernments 

1950 si 8^0 Tsp " 

1955-56 11 07 7 07 

1960 61 91 27 15 49 

1965-66 (Revised) 131 40 48 20 


Figure lor 19SI 52 
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( 7 ) Foreign capital Foreign Capital combined with skill 
and enterprise is essential for the desefopment of economic poten- 
tialities in backward and under-deselopcd regions India owes no/ 
a little to foreign capital for her industnal desclopraent in the initial 
stages of her economic re\i\al Whatcsc' industnal development took 
place in India til! the first World War was largelv due to foreign 
capital and foreign enterprise In the absence of foreign capita! 
during the nineteenth cemur> there should have been neither the 
railwa>s, jule and lea plantations and coal mining tndustnes, nor the 
banking and insurance facilities The modern technique came to 
India as a handmaid of foreign capital which is primanlv responsible 
for the present industrial status of India Even todav we look to the 
foreicn technicians for all advanced ivpe of industrial and economic 
activitv assisted b> foreign capital whether it comes from Russia 
Germany, Canada, Japan Britain the United States, Romania or 
an\ other countrj of the world 

No accurate estimates of foreien capital invested in India pnor 
to 1948 are available It was for the first time estimated bj the 
Reserve Bank of India that the forcnui capital invested in India was 
of the order of Rs 255 83 crores in 1948 Since then the figure has 
been rising from vear to >car and has more than doubled itself as is 
shown bj the following figures 

Outstanding foreign intestments in the pnrate sector* 


(Rupees m crores) 



Foreign investment, m its wider sense, covers all 

creditor and invesior capital received from both pnvale ana oniciai 

sources abroad bv the private and official sectors in the country 1 
would, thus, cover short lerm boirowmcs medium term supplier 
credits and long term investments The trends in forei^ 
inflow in the above table refer mainly to the investment 01 Icmg term 
foreicn capita! m the private sector (other than bankme) 
limited angle, long term foreign imestmenls in the private sector a 

1 Reserve Bant of India Ma> 1961, Oelobef 1962, and Apnl 196^ 
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the aggregate of (a) net foreign liabilities of branches of foreign 
companies operaiing in India, (b) foreign held shares including pro- 
portionate free reserves, and foreign-hcld debentures of rupee 
companiss, and (c) long-term loans obtained by these companies from 
official institutions abroad 

During the four years ended 1959, net inflow of foreign capital 
amounted to Rs 153crores For the five-year period, 1956 60, roughly 
corresponding with the Second Five Year Plan period, the total net 
inflow of foreign capital m the private sector is estimated at about 
Rs 200 crores ‘ 


Ineluslrytilie break flowa of foreign business 
invesimenrs in India 

(Rupees in crores) 



J948 

1956 

1959 

J960 

1962 

Manufacturing 

70 7 

147 6 

250 7 

289 4 

221 A 

Services 

99 1 

130 3 

131 2 

135 5 

130 8 

Petroleum 

223 

1164 

120 7 

1524 

154 0 

Plantations 

52 2 

87 9 

95 1 

99 5 

1103 

Mining 

11 5 

108 

13 0 

137 

13 0 

Total 

255 8 

493 0 

6107 


735 5 


Manufacturing group includes metah and metal products, foods 
and beverages, chemicals, textile products, electric goods and 
machinery, transport equipment, etc The largest amount invested 
since independence has been in the petroleum refining industry 
wherein investment rose from Rs 22 3 crores m 1948 to Rs 154 0 
crores in 1962 Second m importance comes the manufacturing field 
wherein foreign capital rose from Rs 70 7 crores to 327 4 crores 
during the same period 

The United Kingdom has contributed the largest amount of 
Rs. 482 8 crores followed by the Umted Slates with Rs 108 9 crores 
outstanding in 1962 as shown below 

Cnunlryirise foreign business investments 
(Rupees in crores) 


Country 

1956 

1957 

1958 

1959 

I960 

1962 

United Kingdom 

”392T~ 

398 8 

398 8 

~40oT~ 

446 4 

482 8 

United States 

47 0 

57 S 

600 

82 0 

1127 

108 9 

IBRD 

14 8 

46 9 

72 2 

83 0 

78 1 

— 

Switzerland 

82 

67 

68 

76 

89 

10 8 

West Germany 

28 

35 

38 

54 

6 8 

120 

Japan 

02 

06 

06 

1 4 

34 

33 

Pakistan 

42 

42 

42 

42 

42 

— 

Others 

23 2 

24 8 

26 2 

27 0 

30 0 

1177 

Total 

492 9 

543 0 

572 6 

6107 

690 5 

735 5 


1 Reserve Dank of India Dullelin, October 1962, pp. 1531-U 
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The IntemsUoml BsnI's coatnbution faa'^ bm in ths fonn of 
loans A large part of these loans ha\e bsen employed in ibr iron 
and steel tnduslr> and po«er projects The Industrial Credit and 
Iniestment Corporation of India has also utilized loans from 
I B R.D The pni-ate sector has also rectiicd loans front other 
official acencirs such as the U S Export-Import Bani end the Dne- 
lopment Lxian Fund (D L F ) Besides there base dn2ii3’'gs from 
Britain for the Naharhalia oil fields pipeline project and the Japanese 
\en credit. Loans from the L S Exin banl ard D L F as •Bell as 
from Japan base been spread oier a larger number of ma’zjfactvnss 
induslncs including textiles machinerx and nachine tools, clectncd 
goods, transport equipment, dhemicals cement, etc 

The basic policx of Goxemment of India n regard to foreign 
investments remains the sane as it «as announced in 1949 Accord- 
ing JO this polim no djsimoion is mad? m nanve and forrgn 
capital for the purposes of indusinal development in the cojmrx- 
The Government allows earning of profits b> foreign investors and 
taJjng them borne if thev Iile, subject to the foreign exchange 
position in the counrn The Goveranjeni of India is also co.mmnied 
to pa\ compensation I’n case of nationaliration of industries having 
foreign capital emploved in them. Thus, the general pohej of the 
Government is to encourage foreign investments. Honeier, Ibeci^ 
of socialistic pattern of sc^eiv has created a fear in the lainds of the 
foreign investors Consequwtlv. ihe Government ha*, in recmi 
vears, provided inducement bj granting concessions. The 
exemptions have been barged ; there has been a modiScaiiw the 
tax pav’aWfi bv companies in respect of dividends received bj them, 
as a result of which the rate of super-tax on dividends on isier- 
corporate investment whether Indian or foreign, and whether on a 
majontv or a miDorm basis, has been fixed at a umfoim Inti 
appjirablc to investment in companies formed after Marrii 31, 19n9 ; 
taxation bn rovalties received from Indian enterprises bv foreign 
companies has been reduced from 63''t, to 50\ The measures 
should help improve further tbecbmalc for forngn invrslmems in 
the countrv. 
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Long-tet-m Finance in India 

(New Agencies) 


The question of large scale industrialization of a country is 
closely related to the provision of adequate long term finance 
Whenever India has embarked upon any ambitious schemes of 
industrialization, the question of finance has come to the fore front 
And whenever the question of long term industrial finance has been 
considered, the services of commercial banks have been questioned 
People have blamed banks for not providing long or medium term 
finance to industry fn fact, m no counUy have the relations between 
banking and industry been satisfactorily settled 

In India, the chief sources of long term finance have been the 
managing agents and the investing public The banking system, 
having been founded on British model, has helped the industry to 
meet the needs of short term finance only The investing class in India 
has not yet developed to the desired extent Sometimes the slyness ■ 
of the people, sometimes bank failures, sometimes company liquida 
Hons, sometimes threats of nationalization, and sometimes other 
policies of the state have retarded the progress of capital formation 
in India and have increased the proverbial shyness of capital rather 
than encouraged it Under these circumstances, the managing agents 
rendered yeoman service to Indian industry up to the time of the 
first World War But soon after, the system came m the grip of 
numerous abuses and the public opinion grew very critical of the 
undesirable activities of the managing agents It was pointed out 
that industry should be made less and less dependent on managing 
agents for its financial needs * The confidence of the people in 
managing agents was shaken It was contended that wherever they 
(managing agents) existed they were responsible for the weakness of 
the industry, which no financial measures could overcome * In many 


The Indian Central Banking Enquirv Commutee. Vol 
Report), p 280 
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cases ibc finance provided by managing agents proved inadequate' 
and the industr> was compelled to look to the banks or other 
sources available to overcome the crisis Thus not onlv was the 
finance provided b> managing agents inadequate it was unsuitable 
also It was considered desirable that direct friendlj relationship 
should be established between industrial companies and banking 
s>stem * It was genera!l> held that close intercourse between banks 
and industries created an atmosphere of mutual confidence with 
resultant benefit to both the parties While suggesting this clos“ 
CO operation between banks and industry, people had in mind the 
German svstem of banking We realize that that is the secret of 
the German Banking polic> in respect of industries ’ Thus ran the 
evidence tendered before the Central Banking Enquirj Committee* 
The Committee therefore recommended that such of the existing 
commercial banks as were well established and carried on their 
ordinary banking business on the safest and soundest lines mieht 
follow the German system and it called upon the Imperial Bank 
of India (now the State Bank of India) to give a lead in this 
direction 

Certain people commended Japanese system of Banking 
and others found a remedj of the problem of long term industrial 
finance in setting up a rpceio/ ope of industrial tank or barks to 
finance industrial concerns Then there were other suggestions viz., 
the establishment of (a) an All India Industrial Corporation and a 
Provincial Industrial Corporation m each Provmce, (b) an Industrial 
Mortgage Bank on the Swedish General Mortgage Bank model 
Some of these systems ma> be discussed here brief!) 

The German system 

The chief characteristic of the German svstem of banking has 
been its close connection with industo 35 against that prevailmg m 
India, Britain, or other capitalist countnes This connection 
firsti) out of the current account maintained bv an induslnal firm 
with its bank This current account was distinct from the cmirent 
account as used in relation to banks and their clients in England or m 
India In the ordinarj current account relationship the customer is 
sometimes m debt to the bank and sometimes has a balance to 
credit Many claims thus arise on both sides which arc not setti^ 
individual!) but are settled penodicallv, usuall) everj six monins. 


* It has also been pointed out Ihai ihis Managing Agencj sjstem works «e 
when cserjthmg goes on smoothly and when the industnes , 

During these periodi or prosperity If more money is required by theinou 
trial concerns, the Managing Agents may very ofien continue supply icg in 
money themsehes to a considerable degree Later on 
condiiions alter and the industry or the particular concern uP 5”' 

bad tunes and the Managing Agents find themselves compellw to nnn m 

money lo support Ihe industry, ft IS found that Jhey are nor able in an ca 

to cope wiih the requirements (Tti® Indian Central Eanling Enqu 
CommiUee, V ol I, Part I. pp 279 S) > , , , „ ^ „ icn 

The Indian Central Banking Enquiry Commitlee, Vol i Parti p ZW 

JbjL,p 297 
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On the contrary, the current account advances were used by the 
average German firm not only for the purpose of providing itself 
with working capital but also for supplying block for extension m 
anticipation of recourse to the investment market The industrial 
current account was the pivot of all transactions between banks and 
industry, promotion and issue transactions, direct participation 
m industrial undertakings and co operation m management through 
boards of supervisors 

The second important connection arose in the matter of promot- 
ing companies and equipping them with capital After the plans for 
the formation of a new company had been prepared and approved 
by a bank, a ‘consortium’ (a sort of temporary association of banks 
and private persons) was formed The promoters (members of the 
consortium) took over the entire capital in the first instance with the 
intention of placing it on the market subsequently Wheneier 
industrial companies wished to procure new capital, whether from 
existing shareholders or by tssue of neiv shares or debentures in the 
general market, they arranged the transaction with the bank with 
which It was in permanent banking relations Thus, the banks 
played the part of middlemen only , they simply held the securities 
for some time and the lasting participation m industrial undertakings 
was never their general policy 

The third important connection arose m having banks’ repre- 
sentatives on the board of supervisors of the industrial undertaking 
This board came in between the Executive and the general meeting 
of shareholders and exercised considerable influence over both Jt 
was not identical with the British Board of Directors , it svas a Board 
of Supervision and not of Direction 

The sympathetic attitude of banks towards industry m Germany 
and the intimate relationship between the two was a historical 
necessity About the middle of the nineteenth century when 
Germany sponsored schemes of industrialization in competition 
with Britain there was scarcity of capital and m order to assist 
national industry German banks had to undertake granting Jong 
term loans and promotion of joint-stock companies Secondly, 
whatever capital was available, it was generally misdirected “Those 
who had the necessary funds were neither willing nor fitted to 
become progressive entrepreneurs ihemseJves, nor would they entrust 
their money to others who had the required qualities ” Hence there 
was need of agency which could win the confidence of the investing 
classes and direct the capital towards sound industrial undertakings 
The binks filled this gap 

It must, howeser, be remembered that German banks were 
not unmindful of the dangers of locking up short-term advances 
They were fully alive to the dangers of extensive and permanent 
participation m the concerns whidi they brought into existence 
They worked on the principle that it was their function “not so 
much to call great branches of industry into existence through 
large-scale participation on their own account as to induce the 
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capitalists of the countrv, b> the authority of their recommendations, 
to apply idle capital to undertakings uhich, properly planned 
according to real needs and equipped with expert management, 
offered prospects of reasonable profits Their ability to assist in 
the promotion of new undertakings, or in the comersion of pnsate 
into public limited companies, was always subject ultimateK to Ihe 
responsueness of the capital market If the public were unwilling 
to put up the new capital required by the industrial company, 

banks would not take the place of the public and would notthera- 

sehes furnish the industnal company what the imesting public was 
not prepared to preside The banks were always anxious to plarc 
their securities with the public as quickly as possible, and not to hoJ 
them in their own hands Contrary to the common belief, lasMg 
participation in industrial enterprises had not been part of the general 
policy of German credit banks 

Besides this, the secret of German banking was the 'netbod of 
self balancing each line of actisity <,,ch 

used for short-term credits and long term loans were based 
resources as could safe!) be locked up for long periods The tottl 

of liquid assets Mas almost insanabi) amount of 

reserve resources of the bank Esen Mben = 

‘locking up' of depositors funds became UDa\oidabie, .. 

mitigatld, firstlj, b> d.sers^.ng their 'f j/Ca 

maintaining secret reser\es These banks, in fact, hao 

large reserses and elaborate and methodical erganiza 

them power and strength . 

None of the charactenst.« of German SqSfe 

by Indian joint-stock banks TTiey Indian 

resources and therefore in spile of all tall talk Secondh, 

banks could not walk on the foot prints . d-oosits liable 

their deposit assets, which consist largch .u incurring 

to be withdrawn at short notice, cannot j _-e 5 to indus- 

senous risks, be 'o^ked up in long tern loans or n abilitN, 

try Thirdly, the necessary tcchnica "'S ,s still 

which IS required if mixed banking policy is to ^ 
lacking among our bankers The large fr., much hope for 

time to time since the first World War does ° j. i^ian 

this type of banking m India Even the 
commercial banks are not suitable for Ibis t\pc of > 

Moreo\er, the German system came to ^ef dunngthe^^^^ 

Sion of nineteen thirties and was modified substantially i 4 j. 

X wrs Following the crisis of 193! and a 5 

the German ban^ng system a of December 

UD m 1934 and, later, a new law, the German Gremt a 
1934 was passed Under this Act, banks w .u-.j- holdings 
mamtam a fairly high slaudard participation 

of real estate and speeulatueimeslments exceed the 

=4;a7:X“ elx^roTjVcS’dd ISututL coneerrted There vas a 
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programme of currency and credit reform carried out in 1948 to suit 
the requirements of post war industnal reconstruction whereby the 
Bank Deut Scher Lacndar acquired extensive regulating powers over 
all banks Two speciaiizcd mstilulions (K F W in 1948 and 1 K B in 
1949) for providing long term industrial finance were also set up Thus, 
this whole idea has remained only of theoretical importance for India 

The Japanese system 

Throughout the nineteenth century, the French Credit Mobilicr, 
a specialist institution for providing industrial finance, attracted 
considerable attention It provided a great attraction to all those 
countries which were desirous of achieving rapid industrial progress , 
and Japan chose it as the mode), when she founded her Industrial 
Bank in 1902 It was the result of the efforts of Prince Maisukata 
who enunciated the principle that distinct groups of banks should be 
established to fulfil different functions ‘ Till the close of the first 
World War the Japanese Industrial Bank served as a model of 
specialized bank designed primarily to finance industry During the 
jnter*war period, therefore, when India embarked upon her indus- 
trialization It naturally attracted considerable notice in India It 
impressed the Indian Industrial Commission of 1916 profoundly and 
it was mainly responsible for popularizing the idea of forming an 
‘industrial bank' in India on the model of the Japanese institution 
It inspired many Indian witnesses who appeared before the Banking 
Enquiry Committees (Central and Provincial) It was naturally 
favoured by Indian economists and publicists 

The Industrial Bank of Japan was established with a Govern- 
ment subsidy under Government control with a 50 year charter, the 
renewal of the charter being at the option of the Government Tlie 
Government undertook to guarantee a 5"o return on the bank's 
shares for the first five years, provided the amount of the subsidy did 
not exceed S®,, of the paid-up capital It was put under the direct 
superintendence of the Finance Minister who was to appoint a 
Comptroller to supervise the business management of the Bank 

The Bank is a Joint Stock Company The President and the 
Vice-President of the Bank arc appointed by the Government from 
among the shareholders owning more than 200 shares in the Bank 
Their term of office is five years The Directors arc appointed by 
the Government from among the members holding more than 100 
shares in the Bank and elected in the general meeting ofshareholdcrs 
Their tenure of oflicc is three years 

The business of the Bank is as follows 

(1) To make loans on the security of national bonds, municipal 
Joan bonds or debentures and shares of companies 


1 Accordingly aPer founding a Cewral BanX and an exchange bank he lorned 
his aitennon lo ihe starling orbankmg institutions to facilitate the grant 
of long term loans to industry and agricullure Thus came into existence 
ihe ilypotheiic Itank for agricultural credit, and the Industrial Bank for 
industrial finance 
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(2) To subscribe for and underwrite national loan bonds, 
prefectural and rauiuapal loan bonds or debentures of 
cximpanies 

(3) To receive deposits of mone> on fined, current or special 
account and undertale the custodv of goods entrusted to 
It for safe keeping 

(4) To undertake trust business relating to secured debentures. 

(5) To discount bills 

(6) To buj and sell clean and documentarv bills of exchange 

(7) To make loans on mortgage of estates created bv virtue of 
special laws 

(8) To make loans on mortgages of land and buildings belong- 
ing to factories 

(9) To make loans on mortgages of ships includinc those 
under construction 

(10) The make loans on the sccuntv of shipbuilding materials 
or equipments 

(11) To float nationalloan bonds, prefectural and muninpal 
bonds and companies* shares and debentures and to 
receive pavment for the same 

(12) To make loans on oortgages of lands Md buildmgs m 
cities and towns designated b\ Imperial ordinances. 

(13) To subscribe for or accept shares of companies. 

It will be seen from the above that this is a mixed ban mg 
institution with a preponderance of issue and monpge ^ 

combines the functions of an issue bou'^e with those of a montage 
bank- Although ii is claimed to be essentiallv a monetarv in^tuu 
for mdustn, it cannot be charactenaed as a pure industrial cam. i 
thesense thatit is interested exclusivelv m industrial is'^ue " 
gage business. For, in addition to its industnal business it fieques > 
floats and uudcrwntes Government and Municipal loan bonds. 

also engages itself in commercial banking business such as tue 

counting of bills and the receivinc of deposits 

On a careful studv of the structure and operations ofme 
Japanese mstitution, it was found that such a bank would be uns 
able for India as the conditions were different mthetwoco-n 
The loans granted b> the Bank arenottruI> long-term ones 
there is no statutory provision for amortization, except for P 
mortgace loans It was felt that an institution furmshme 
of industnal loans would not fulfil the real need m India for lo 
term industnal finance Besides a mi-xlure of vanous kinds 
bankmu functions was not considered desirable The expeneoce 
Japan did not, therefore, affoid a conclusive lesson for India. 


Indastrial banks 


Although banks m India have generallv confined 

the provision of working capital, there have been 


ihensehcs lo 
at least three 
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distinct periods m the banking history of the country when Indian 
joint-stock banks showed a remarkable tendency towards the long- 
term financing of industry The first such attempt was made hy\ 
number of commercial banks, mostly in the Punjab, during the 
Swadeshi Movement of 1906 13 Industries, started under the new 
spirit of Swadeshi Movement were intended to be financed by these 
industrial banks The whole country was swayed by a desire to 
foster the indigenous industries and the new joint-stock banks under- 
took to provide long term finance to industry These banks subscrib- 
ed to the shares and debentures of industrial companies and freely 
advanced considerable sums on the security of factories, machinery, 
plant, buildings, etc The more prominent among these banks were 
the People’s Bank of the Punjab, the Indian Specie Bank, the 
Hindustan Bank, the Lahore flank. The Doaba Bank, the Manvan 
Bank, the Industrial Bank and the Credit Bank of India A large 
number of these banks failed during the financial crisis of 1913-15 
Their failure is attributed to the fact that they advanced money 
recklessly to industrial ventures which did not pay ‘Trenzied 
speculation and imprudent and reckless loans" characterized the 
activities of these banks Every known principip of investment 
banking was violated 

After the first World War, again, certain industrial banks were 
floated for (he specific purpose of promoting and making long-term 
advances to industries During the war-end boom, there was an 
outburst of company floating activity and the epporiunny was seized 
upon, as in the Swadeshi period, to establish ‘banks’ for financing 
indigenous industries The tceUng of forming ‘industrial banks 
spread very rapidly and developed into a craze for such banking 
"They became the lashion of the day, the vogue of the times and for 
some time one heard nothing but of indostfial banks, which made 
their debut m the North and South, the East and West ”* Notable 
among these banks were the following 


Name of the Bank I'car of Registration 


1 ThcTata IndusUul Bank 1917 

2 The Calcutta Industrial Bank 1919 

3 The Indian Industrial Bank 1919 

4 The Industrial Bank of Western India 1919 

5 The Central Travancorc Industrial Bank 1919 

6 The Mysore Industrial Bank 1920 

7 The Gundulpct Industrial Bank 1920 

8 The Karnani Industrial Bank 1921 

9 The Simla Banking and Industrial Company 1921 

10 The Raikat Industrial Bank 1922 

11 The Luxmi Industrial Bank 1923 

12 The South Malabar Industrial flank 1929 


Indian Central Banking Enquiry Committee Vol /I, p 192 
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The Tata Industnal Bank was the earliest and the largest of 
these Industnal banks It was setup m 1917 witn an authorized 
capital of Rs 12 crores At the outset it showed signs of good pros- 
pects and within a \er> short penod its shares were quoted on the 
Stock Exchange at a premium of Rs 100 Besides the head oihce, 
it opened two branches in Bomba> and twehe in other centres, siz., 
Ammabad, Asansol, Calcutta, Chandausi Delhi. Dhanbad, Hapjr, 
H>derabad, Kanpur, Lucknow Madras and Rangoon 

The Bank howe\er, did not confine itself to industrial business 
soleh It undertook to combine the business of exchange banking, 
commercial banking and industnal banking at the same time w itlun 
a short lime large sums of mone> were locked up and had to be 

written off ultimateK In 1922 the auihonties of the Bank to 

close the Industnal Deptt In 1923 the Bank amal^maled 
the Central Bank of India and went into voluniarv liquidation 
hich hopes entertained about the Bank failed to materialize 
chief cause of its failure was lack of proper 
xaried tjpe of its actixiiies Long term operations were 
of current and annual deposits The Bank never ^3 

to issue debentures The policx of the Bank to P ^,.1, 
considerable holding of shares in the companies " 
interested was misconceived The ^VMan«ei^St 

neither properl) planned nor wiselv selected. The Managemenx 
was Ignorant and inexperienced generallv. 

Afltr a hectic career lasting 3 ^ f nrU 

industnal banks ssere caught to the slump followng 
Wat and disappeared like theTala The establish- 

sons of their failure mav be summarized as follows (') attempt to 
mem of these so-called industnal banks was ^ dehbemt^^mp^^^ 
transplant the German model on and func- 

confused thinking about the true nature, their . German 

tions in the minds of out counttjmen Contmo 
practice, these banks "'f' India kluld 
insestment banking Pioneers of industnal ^ German 

not appreciate the principle lo^g linn funds 

banks The latter had, as a rule, emplojed rtnt long ii™ 
only in industnal inseslraents Moreoscr, f Geimanj 

in industry had neset been the polics of “ P'Xr.n 

(2) Generally the managenal personnel ssere , “jej those 

India The loans made by the banks “^rpattnets 

adsanced to Anns in sshich directors st etc Mo 

and in a good many cases those that were quit __ ..-j-rtaken 
scientific investigation of the affairs oj ^r°Sp'^d!rcctors were also 
before advancing loans The bonafides dir^mrs w| 

doubted in manv cases (3) of working- 

nence ssas also an important tpson “d® ,nal Bnanemg 

Besides, they ssere not adequalels '>I“'PP“;°,” i „„t propetls 
(4) The msestments ssere netthCT ^de’naken Ld sets 

disets.lied Esety descnption »f ^lal or insestment 
bttlc regard ssas paid to basic pnnciples of commetcia 
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banking Safety of investment was sacrificed for high speculative 
return and frenzied speculation became a part of their activity in 
many a eases 

Again during the years of second World War a number of 
new banks came into existence to finance industrial activity of the 
country In view of the war expanded liquid resources of commer 
cial banks and the loss of the traditional sources of their income, 
they were urged to forge closer links with industry The experience, 
again, was an unhappy one The failure of a large number of these 
banks, particularly in West Bengal, was attributed, among other 
reasons, to their Jong term advances to industrial concerns ' 

Thus, the results of mixed banking whenever pursued in this 
country proved disastrous The Central Banking Enquiry Committee 
had suggested the formation of Provincial Industrial Corporations 
but could not work out the details for their constitution, functions 
and working, etc Hence the idea could not take a practical shape 
Thus most of the foregoing suggesdons were either found to be 
theoretically unsound or were of little practical value The remedy 
of the problem of long-term industrial finance had therefore to be 
sought elsewhere 

Specialized institatioas 

Special institutions and organizations for financing agriculture 
have existed on the continent of Europe for many decades But 
the banks took care of the capital needs of industry A public 
capital market grew up beside them m most of the European coun- 
tries, but without displacing (he banks from their leading role m 
industry at large This picture was greatly affected by the great 
depression of the I930’s With few exceptions the resources of the 
commercial banks were strained to the utmost, not only medium and 
long term loans, but many seif-liquidating advances became frozen , 
and credit mobilization facilities were gravely impaired In most of 
the West European countries the public authorities had to step in to 
prevent the failure of the banking system As a result, a number of 
specialized institutions sprang up to fill the gap in the field of 
industrial finance These catered exclusively or mostly for the long 
and medium terrn requirements of industry The Industrial \rortgage 
Banks of Finland, Hungary and Saxony and the National Economic 
Banks of Poland were typical examples of such institutions Those 
in Finland and Poland were formed m 1924, m Saxony in 1925 and 
in Hungary m 1928 With the nse of highly industrialized systems 
on the continent and in America, a feeling also grew in England 
that her former policy of laissezfaire would not ensure her prospe- 
nCy rn a cro«ded and fnctvasin^ycompetiltye wor}d Conseqiiem)y, 
the question of finding new and up-to-date agencies of industrial 
finance attracted the attention of businessmen and financiers in 
England also As a direct sequel to this feeling, there came into exis- 

^ The Report of the Committee on Finance for the Private Sector, 1954, 
p 48 
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tence certain specialized institutions of nidustrial finance (a) the 
SKuritfes Manaeement Trust a subsidiary compani fomed bs the 
Ranh of Ensland in 19'>9 to assist the process of rationalization and 
f^nsbucS in industry (b) the B-l-- 

fheTnl'of^ngSd arcCJin^a" “"aid the pedit for .nduUn 
Ltd launched in 1934 mainly to proside capital for plant and other 
pimosK forsmall and medium si?ed businesses These -htee mstilu 
non" played onls a limited part in promoting . r 

the cap in the financial machinery for J 

smaU and medium industnes could not be fulls btidced l^s them 
The cap ssas filled bs the establishment oftsso ness 
1945 These were the Industrial and Commercial Financ rp 
tion and the Finance Corporation for Industry Ltd 

Secondly it is a ssell Lnossn fact that one of ‘he 
World War 11 was individual capitalism sudi 

viduals ownmc large capital arc rmelv JjJss ,„th 

countries as the LLS and the t k ^ naj skill is 

capital IS fast disappearmg thouah become dif^^ 

W iih eeahtanan idea rapidlj spreadinc wuegs ^jb^red onh 

over a wide ranee of PoP“>ation and th cv on ne e 

throuch certain institutions ^eVnal cspiUl fadme 

general Moreover with individual ojjs fo <ponsor 

into oblivion the need h s arisen for ^pwal the lone 

new industries requiring ‘arge ‘"'® 5 ^"icnls and to pro 

term capital needed bv -ome of the 

zation Financial institutions thus have assi « entrepreneurs 

responsibilities previousU shouldered bj *°divi 

and financiers ^Besides the two ‘ttstitut.ons 

1945 two more such institutions came '"^^^^^'jl^^^-dustnal Develop 

termination of hostilities One the Indus 

menl Bank 6f Canada formed id 1944 and the oth of Australia 

trial Finance Department of the Commonwealth Bank oi ^ 

formed in 1946 ,„f<,ianal 

Thislendcucs to set up “f““"a°Hh“ more since 

finance gamed momentum in the 'f* for capital 

peace and reconstruction created ““““ f j„^e 5 0 scr»orled 
Lstorationof var danume « pridrction to leep 
or shut doun during the star and Ih' spurred the demands 
pace ssith the demand for goods and senices sp IM 
for industrial capital to levels bevond ‘^P „ „ the public 

institutional arranEcments Further state housme 

domain hnk.na ss.th the concept "ff' ml outlay bs 

construction on a scry “tcli .s a feature common to 

nationalized industries and [he ,Korld today has 

rpSahSi”Sutr?o1.^c^^^^^ 

Sc“i;imemto“y.“i iSp the mdustnal deselopment on a 
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wider basis beyond the national boundaries, viz , the International 
Bank for Reconstruction and Development and its affiliates, the 
International Finance Corporation, the International Development 
Association, etc 

Industrial Finance Corporation of India (I.F.C.) 

The question of establishing a special institution for solving the 
problem of industrial finance m India had been before the country 
for a long time The necessity of setting up such an institution was 
stressed by the Indian Industrial Commission (1918), the External 
Capital Committee (1925) and the Central Banking Enquiry Com- 
mittee (1930) But no action except a half-hearted attempt in one 
or two provinces was taken on their recommendations Towards the 
end of the second World War, however, attention once again came 
to he focussed on the problem of industrial finance The Develop- 
ments in western countries and the establishment of special institu- 
tions served as an object lesson for India The two British institutions 
set up in 1945 attracted the greatest measure of attention A virtual 
absence of a well developed capital market and the dearth of issue 
houses and underwriting firms intensified efibrt m this direction 
Reconversion of war-time industry to a peace-time basis, re-equip- 
ment of war shattered industrial plant and machinery, rationali- 
zation and expansion of existing units and establishment of new 
industrial enterprises under the planned economy furiher served to 
motivate the idea 

The Government of India made it clear in their statement on 
Industrial Policy issued in April 1945 with reference to their plans 
for the future industrial development of the country that the question 
of promoting an Industrial investment Corporation or some such 
institution was under careful examination The decision was subse- 
quently reached in the General Purposes Committee appointed by 
the Planning and Development Department that the subject should 
be examined by the Finance Ministry in consultation with the 
Reserve Bank of India In implementing the decision the Reserve 
Bank of India framed a Bill for establishing an Industrial Finance 
Corporation The Act establishing the Industrial Finance Corporation 
came into force from July 1, 1948 

The object of the Corporation is to make medium and long- 
term credits' more readily available to industrial concerns in India, 
particularly in circumstances where normal banking accommodation 
is inappropriate or recourse to capital issue method is impracticable 
An ‘industrial concern' has been defined to mean any public lirnited 
company or co-operative society incorporated by an Act ot ifie 

Legislature and registered m India and engaged in the manufacture 

or processing of goods or in shipping or in mining or in hotel 

* Tne lenns 'medium' and 'kittg-term' haw not been defined in ihe Act 
forming ihe Corporation 
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,nd.st.y or m .he generation or d.stnbnt.on of electnc.r or an) 
Other form of power 

coreredb) State Financial Co p ^ limited companies and 

try the Corporation assists °"'>‘?'P““''™ew the pnvate limited 

cooperatiscsocietiesandcxcludesfromitspunim^^ P^ Canadian 

5„SDc':l;''menrB^T;^heB^^^^^ 

'cLlprs'a^d^'irharb'^trnM. the (Sirpora.ion shoald 
provide finance to these concerns as nell 

The aiithoriaed capital of -he Corp^fon^.^ •4Se7mdn‘’p 
rupees divided into 20 000 shares of 5 jmntl) 
capital of the Corporation 'a " f'^'rrsoM co-operative 

by the Industrial fiShv Li the insurance concerns 

banks (8%) scheduled banks (20 ) nn“ imnsferableonly bcwccn 

and investment trusts (2’ <.) ' j one else can hold them 

the above categories of shareholders nnd no „ 

Further no institution can hold niote nan c The shares of 

served for the class of '"*“'“0°"? “.''’’cemml Government as to the 

the Corporation are guaranteed b) '•’''-emra , dividend of 

repayment of the pnnc.pal and “s^ Th' <*.'ulcnd at 

2i”o-d°<, The maximum rate ofdividend IS 0 ^ ,„erve fund 

the maximum rate '=0" ,>>' declared onl) h ^^^5 paid bv 
equal to the paid up capital has >>«" a,d by the Corpora 

the Government under guarantee have been pa^^ equals the share 

tion In any financial year afrer the res aflcrdcclanne a divi 

capital of the Corporation if any ^,'''be paid to the Central 

dend at the maximum rate me deemed to be 

Government The shares of the CorporaUon 

trustee and approved securities Ifer ”^^5 to acquire at anv 

Central Government has rcservedtortsel p ^ Industrial 

time the shares held by shareholders qp ,t,lue 

Development Bank by paying an amount eq ^^jj^^ ^tq qf one 

of the shares together with a pre"'"™ ,he date of issue to 

per cent of the paid up value for ^ „qi of lO^o 
the date of acquisition subject to a maxim 

Tne mam eligible sources of funds of to ^CoipOT^^^ 
orrnv'SmtJrijivTborgiwrg^ 

and ajrtoiu^rs^^^Smnsrcror^^ as shown below 
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Sources of finance 


(Rupees in crores) 



Funds 

Rs 


Dishursements 

Rs 

1. 

F<iid-Hp c.ipitjl 

8 35 

1 

Rupee loans 

127 36 

2 

Reserves 

6 45 

2 

Foreign Currency 


3 

Borrowings from market 


loans 

1631 


by issue of Bonds 

33 48 

3 

Underwritings 

13 52 

4 

Borrowings from the 


4 

Direct subscription 

1 82 


Central Govt 

52 61 




5 

Foreign Credits 

14 41 




6 

Repayment of loans etc 43 71 





Total 

(5901 


Total 

159 01 


UwiUthus be seen that disbursements have been financed 
from the internal resources (including share capita!) to the extent 
of about 37 ‘n and from borrowing from the market to the extent of 
21'’n . the balance of about 42",, coming from Government and 
foreign loans The General Reserve Fund stood at Rs 4 26 crores 
and Special Reserve Funds at Rs 2 19 crores on 30th /one. 1966 

The types of f?nanci.il assistance which the Corporation is 
authorized to render arc ( 1 ) long-ietm loans, both rupee and foreign 
currency , (n) underwriting of equity, preference and debenture 
issues , (ill) subscribing to equity, preference and debenture capital , 
(iv) guaranteeing of deferred payments m respect of machinery 
imported from abroad or purchased in India . and (v) guaranteeing 
of loans raised m foreign currency from foreign financial msimiiions 
as also those raised m rupees from scheduled banks or state Co* 
operative Banks or floated m the public market The finances of the 
1 F C are available for the setting up of new industrial projects .as 
also for the renovation, modernization, expansion or diversification 
of existing ones 

Finunciaf assistance ts given for a maximum period of 25 years 
and IS secured by a pledge, mortgage or hypothecation of tangible 
assets The masimum amount of assistance the Corporation can 
grant to .1 Single concern is Rs 2 crores The limit can be exceeded 
with the approval of 1 D B I The lower limit is not laid down, 
but in practice It IS Rs lOlakhs 

The Corporation may impose such conditions as it may think 
necessary for protecting its interests, inchrdrng the appointment of a 
director on the Board of the concern granted accommodation, or to 
take over the management of the concern which makes any def.iult 
in repayment and to appoint directors of such concerns It can 
proceed against ns defaulting debtors and can also call for repayment 
before the due date 

The general superintendence and direction of the affairs and 
business of the Corporation ts tn llw hands of a Boird of Directors 
composed of 13 members as follows 
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(a) a chairman (wholctime) appomted b% ihc Ccmral Goicm- 
meni after consulting the I D B I , 

(b) tvio Directors nominated bv the Central Goiemmeni , 

(c) four Directors nominated b\ the 1 D B 1 

(d) two Directors elected b\ the shareholder schrf.-Icdbanl.s , 

(e) two Directors elected b\ the shareholder ccM^perati^c 
banks 

(f) two Directors elected to represent Insurance Concerns. 
Insestment Trusts and other Rnancial Institutions 

The chairman of the Board holds office for 5 jears. while the 
term of office of an elected diremor is 4 scars that of a nonunateil 
director is at the pleasure of the auihonts appointing him. Tie Board 
js empowered to exercise alJ powers and to do all arts and ihinns 
sshich mas be exercised or done b\ the Corporation, In. dischargme 
its functions the Board ans on business pnnciples dueregaTJ bemf 
paid to the interests of industrx commerce and lie ceneial p-bhe. 
The Board is guided b\ such mstructions on questions of pohex as 
mav be gi\ en to it bi the I D B J If the Board fails to cam cut lie 
instructions on the question of polic> laid down bv the I D B I , lie 
I D B ! has the power to supfsede the Board and appoint s new 
Board in ns place 

The Board is assisted b\ a Central Commiltee coasistmg of: 

(a) a Chairman 

(b) two Directors cleaed b\ the nominated Directors, and 

(c) two Directors elected the elected Dueetors- 

The Chairman of the Board acts as the Chairman of the Central 

Committee 

Subiect to such general and special directions as the Bo^d 

from time to time gise. the Central Commiltee Is ccmpeiral to o 

with an> matter wiihm the competence of the Board. 

of eserv meetmc of the Committee are laid before the Board at n 

next following meeting. 

The Corporation may appoint oncormore Adnsi^ Conm^^*' 
for the purpose of assistiDE the Corporation in the efficient 
mance of Its functions Alpresenlil has five sudi comrantees- 
Corporation mas appoint a General Manager and such other officer 
emploN ees and ads isors as il considers necessan 

The Head Office of ihe Corporation is in 's’ew- Delhu 

also established Its offices in Bombas, Calcutta, and Madras. 1 - 

power to establish other offices or agenaes in other places in in 

wnth the previous sanction of the I B D I 

An application for loan reeaxed b\ the CorporatKm 
through several slaces The application must contain del^s a - 
the nature of the products manufactured, location cf i 
title to land and buildings, ax-ailabilitv cf power and technical , 
market prospects, costs of production, qu^tv cf machin'nx , vaJ^^ni 
secuntj offered, purpose of the loan, and the capaatv to earn p 
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and to repay the loan, etc The application n first scrutmired at the 
head office winch also obtains an inspection report of the factory 
from Its branch man igcr in whose jurisdiction the factory is Jocjied 
The head office also obtains from the applicant concerned such fur- 
ther particulars or clanlications as it may find necessary The 
concern may send its own experts to discuss its claim with the Cor- 
poration's advisors The Corporation has five Advisory Committees, 
to deal with applications from textiles, sugar, engineering, chcmicah 
and miscellaneous industries (electricals, paper, cement, glass, alu 
minium, non-ferrous metals, etc ) The Corporation afso seeks advice 
in Case of need of different Ministries of the Government of India, 
particularly Commerce and Industry I ood and Agriculture, and of 
the Council of Scientific and Industriaf Research On the basis of 
the branch manager s inspection report and the data supplied by the 
applicant, the head office prepares a memorandum which is placed 
before the Advisory Committee concerned The recommendations 
of the Advisory Committee arc pi iced before the Central Committee 
of the Board of Directors of the Corporation which may sanction 
the loan or reject it or may ask for modifications m the scheme 
fvery application for ln,in is examined on its own merits by the 
Central Committee 

The Corporation appraises indusirnl projects for financial 
assistance ns business risks, and satisfies itself about iheir technical, 
financial and economic soundness The Corporation judges each 
project in the light of the several considerations involved, eg, 
(i) the industrial priority of the project rchlivc to the economy of 
the country, (ii) the sources .ind .ivaiJabdilv of raw materials whether 
imported or indigenous (m) the tcchnitil finoncnl and economic 
viability of the project, (iv) the marketing prospects of the products 
to be manufactured, (v) the profit earning capicity of the project, 
(vi) the experience and probity of ihc promoters and their financial 
contribution, (mi) the <nuihty of mjnjgemcni, and (viii) the adequacy 
and competence of the technical and .idministrativc stall during the 
construction and operation of the project With regard to the 
industrial priority of the project litem (i)), the Corporation must 
satisfy Itself before granting financial assistance that the purpose 
for which It IS proposed to he utdired is one which has the approval 
of ifie Centra! Govt . p.irlicularly with reference to the I ivc Year 
Plans f or this purpose, any industrial concern for which n licence 
lias been issued under the Industries (I)cvclopnicni and Regulation) 
Act. 1951, IS deemed to he established for a purpose which has the 
.ipproval of the Ccnlml Government 

The Corporation must also s,»usfy itself Ihii (u) the c,ipilal 
structure of the loanee comp my IS sound and that the fixed interest 
bearing shares or debentures arc not disproportionately farge and 
th It the company has not invested a substantial part of its surplus 
funds in other industnil concerns 

The disbursement of ,i loan is made usu ilfy in instalments over 
the constriiclion period of the project for the purposes agreed upon 
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at the time of sanctioning the loan Loans are given for productive 
purposes onl>, eg, purchase of new machinery, construction of 
factory buildings and purchase of land for factory site The 
Corporation's finance is not ordinarily available for working capital 
While a project is under construction, the assisted concern is required 
to submit periodical reports and the technical and financial offeers 
of the Corporation visit the project from time to time to verify the 
physical and financial progress Throughout the currency of the 
loan, the Corporation keeps close touch with the project through 
regular progress reports, audited balance sheets, periodical spot 
inspections by its officers and also by appointment of nominee 
directors, where necessary, on the boards of the assisted concerns 
The Corporation does not seek or take adne part in the manage 
ment of the enterprises which it finances 

The Corporation was started at a time when Indian industries 
were m need of large long-term capital to establish new undertakings 
and to replace worn-out plants and when conditions in the capital 
market were deteriorating and it was becoming increasingly dilficuU 
even for good concerns to raise capital from the market * “Hiough 

the progress of the Corporation during the initial period of five years 

was slow and halting,* the financial assistance rendered by the Cor- 
poration has enabled many industrial units not only to survive but 
also to expand and achieve a more economic size It has also helped 
new units during the period of confinement During the first dewde 
of Its existence, it advanced loans to about 200 concerns, and today 
the Corporation has become the most important industrial mortgage 
lending institution not only in India but in the whole of Asia 


Ftnonciol atat$tance tanettoned {J9i9-€6) 


(Rupees in crores) 


Period or 
year ended 
30th June 

1 Set assistance sanctioned 1 

/tmouni disbursed 

/o“D 

po/ments \ 

1 

Toia{\ 

ioa/iJ jorfierJ 1 Total 

1949 51 

1st Plan 
2nd Plan 
3rd Plan 

8 13 — 1 — , 

27 02 — 1 _ : 

50 38 14 54 ) 3 56 1 
132 63 37 45 1 19-04 j 

8 13 
27 O’ 
68 48! 
189 I2| 

5 79,-1 5 79 

10 94 — 10 94 

40 62M132| 5194 

86 321 46 54 1 132 86 

Total 

218 16 51 99 1 22 60 1 


143 671 57 86 1 201 53 


During the 18 y ears (1949-66) the Corporation sanctioned finan 
cial assistance amounting to Rs 293 crores to 430 industnal uni 


According to a «mdy by the Rome Bank actual capital issuo (inclodi^ 

sharo and debentures) were I94SRs 2J 9croro, 1949 Rs ^3 croro. 

Rs 14 6 croTO, 1951 Rs 9 3 crores and »952 Rs 4-1 croro Tbc sharp deciio 

TheamouDi ofJoans sanclioned peryearaseraged Rs 2 4 crores 
fiveyears (1949-53) and increased to an average ofRs 2 7 crores in the 
fiveyears and to an average of Rs I55cn)r« in the next fivcicars , 
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comprising 642 loans and 211 underwriting operations The total 
amount actually disbursed during the same period was Rs 201 53 
crorcs The Corporation s financial assistance has been on an increas- 
ing scale from year to year The annual average of financial assistance 
prior to the First Five Year Plan was Rs 2 71 crorcs, during the First 
Plan period Rs 5 40 crorcs, dunng the Second Plan Rs 13 69 crorcs 
and during the Third Plan Rs 37 82 crores These figures show a 
very good jump during each five year plan 

While the figures of total assistance rendered by the Corpora- 
tion are impressive enough, they do not tell the whole tale Even 
more noteworthy is the total cost of the projects which have come to 
fruition because of the 1 F C assistance estimated at Rs 975 crorcs, 

1 e , roughly 30 'o of the total net investment in the organized indus- 
tries in the private seciai since independence 

Out of Rs 292 75 crores sanctioned till June 1966, Rs 196 30 
crorcs (67 0%) was for setting up of new units, Rs 80 90 crores 
(27 6%) for expansion, Rs 6 95 crores (2 4“„) for diversification of 
production, Rs 6 37 crores (2 2%) for modernization and rehabilita- 
tion, and Rs 2 23 crores (0 8%) for working capital The relative 
importance of the financial assistance from the Corporation m 
relation to the total finance required by the borrowing concerns for 
setting up new units and expansion, rehabilitation modernization, 
etc , of existing ones may be gauged from the following figures 


(Rupees in crores) 




Total cost 

Financial 


Nature of the Scheme 

of the 

atsutance 

, to total 



scheme 

approved 

cost 

1 

Setting up of new units 

611 91 

196 30 67 0 

~l2 

2 

Expansion of existing units 

337 84 

80 90 27 6 

24 

3 

Modernization and 





rehabilitation 

11 08 

6 37 2 2 

58 

4 

Diversification of Production 14 33 

6 95 2 4 

49 


Total 

975 16 

290 52 99 2 

30 

5 

Loans for working capital 

— 

2 23 0 8 

— 




292 75 100 



Since December 1957, when the Corporation was authorized 
to guarantee deferred payments tn respect of capital goods imported 
from abroad the Corporation approved 53 applications valued at 
Rs 51 crores till 30th June J966 The value of guarantees actually 
issued by the Corporation amounted to Rs 28 66 crores 

The Corporation has since December 1956 underwritten stocks, 
shires, bonds or debentures of industrnl concerns to the extent of 
Rs 20 78 crores up to June 1966 The proposals related to a wide 
range of industries, viz, cement, glass and glass products, pottery. 
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Co-opcraljve societies have received special attention of the 
Corporation, but only the sugar, colton textile and vegetable oil 
industries have taken advantage of this favour 

Since the Pakistani attack in August 1965, the Corporation has 
decided to give special consideration to loan applications from 
defence oriented industries and also from under developed areas 

Thus, the Corporation has nade itself more and more useful to 
the industry as it has gamed strength and acquired experience 
during these years It has enabled a number of new enterprises to 
establish themselves firmly and pay attractive dividends It has 
also hnanced cxpansiorf modernization and renovation of existing 
units 

Since the formation of (he (ndustnal Development Bank in 
April 1964, the Corporation functions as the subsidiary of the 
Industrial Dank and in course of (ime may be fully merged with it 

State Finance Corporations (SFCa) 

Among the important measures taken by the Oovernment to 
develop an adequate institutional framework for the provision of 
long'term finance to Indian industry in the private sector as part 
of promotion of rapid economic growth is the establishment of State 
hinance Corporations Such Corporations are functioning nearly 
in nil the states at the present lime 

At the time of the enactment of the Industrial Finance Corpo- 
ration Act in 1948, (t was rccogm/ed (hat the AIMndia Corporation 
would not be able to cater to the needs of all type of industries and 
that Its sphere of activities would havclo be necessarily restricted to 
large scale industries Financial assistance to be granted by it was. 
therefore, deJibcralcly limited to public limned companies or co- 
operative societies the small scale and medium siecd industries were 
excluded from its purview Moreover the small and medium sized 
industries being scattered over the whole country, it was not possible 
for a central organization to render appropriate aid to all of them 
The IFC also could not give any loan of less than Rs iOhkhs 
It was, therefore made clear that it would be necessary to set up 
State Finance Corporations for financing small and medium sc ile 
industries to supplement the work of the IFC of India Further. 
It was considered desirable that, in the case of the proposed S F Cs , 
industrial concerns eligible for assistance should include private 
limited companies, and other private enterprises, besides public 
limited companies and co-operative societies Accordingly the St itc 
Fmince Corporations Act wrs passed by Parinment on September 
28., 1951. as an enabling meisure, under which S F Cs could be 
established Provision was also made to bring wjthin the scope of 
the Act any institution already m existence and concerned with the 
Jmancing of industries This was done at the instance of the Madras 
Government, winch desired to bring within the scope of this Act 
the Madras Industrial Investment Corporation Limited, which had 
been incorporated under the Indian Companies Act in March, 1949 
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The proMsioas of the State Finance Corporations Act are, 
broadh, similar to those of the I FC Act Li}.e the I F C , thev arc 
also pubJich owned bj the State Go^eraments TTietjpesofascistano: 
which the S F Cs are authorized to render are the same as those 
extended b> the 1 F C Such assistance, howescr, is restncicd to a 
maximum period of 20 \ear« Loans to a single concern ma\ be 
made with a maximum of Rs 10 laUis, the minimum limn in 
practice being Rs 10 000 ’ 

The first corporation set up under the Act was the Punjab 
Finance Corporation which was established in Feb 1953 There were 
SIX corporations at the end of 1953-54 ten Corporations at the end of 
1954-55 and as mans as thirteen corporations functioning b\ the end 
of 1955-56 the accelerated tempo of economic actmts towards the 
end of the First Fise Year Plan speeding up their formation rn the 
later >ears Consequent upon the changes resulting from the 
reorganization of states the number declined b\ two through amalp- 
mation b> the end of 1956 With the formation of corporations m 
Mssore and Jammu-Kasfarmr in 1959, and the separation of Gujarat 
as a separate state with a separate corporation formed id 1960, the 
number of corporations now has gone up to 15, each major stotc 
having one corporation The Union Temlones of Delhi and Hunachd 
Pradesh are sened b> the Punjab S FC, those of Tnpura and 
Manipur b> Assam SFC and of Goa, Daman and Diu b> the 
Maharashtra SFC Proposalsarealso under consideration to ctiwa 
the junsdictjon of West Bengal and Gujarat S F Cs. to serve throws 
of industnes in the Union Temtones of Andaman and NicoDar 
Islands and Dadra and Nagar Havcli respecinelv The aggi^te 
authorized capital of these corporations is Rs 34 50 cror^, of which 
Rs 16 35 crores is paid up as sbovm in the adjoining table 

The State Finance Coiporalicns Acl enables each 
Government to fix the authorized capital of Its corporation, sulyro 
to a minimum of Rs 50 laUis and a maximum of Rs Scrort^ ice 
actual authorized capital of the existing coiporations ranges beV^een 
Rs 2 crores and Rs 4 crores, as mam as ten out of the EficcD 
hav^ng an autbonzed capital of Rs 2 crores each. Two corporaiicas 
(Andhra Pradesh and Maharashtra) have an authorized capital oi 
Rs 4 crores each, two (Uttar Pradesh and Madras) of Rs. 3 
and one (/ammu and Kashmir) of Rs. 50 laUis onlv As regarcs 
paid-up capital the bJadras Corporation has the largest amoui^ s 
Rs 2 35 crores, while at the other end stands Jammu and Knsnicir 
Corporation with Rs 50 laLhs. The rest of the corporations have a 

paid up capital of Rs I crore each, except the Andhra Praoesn 
Corporation with Rs 150 crores 

WTiileonlj the Industrial Development BanL and finaucia 
institutions can participate in the share capital of the Industry 
Fmance Corporation of India, the general public can also subscno 
to the share capital of the S F Corporations, though subject to a 

1 Lending; powers have been raised fremRs 10 tatiss lo Rs. 50 la^s la ifa' casa 
of public limited ccmpaBies and co-opcralise socjrn« Siuce i»~- 
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r->co The share of the State Governments 

of 25 ;., of the total e Bank from 21 to 13 . 

r/Sa on“ financial mat, tut, ons from 50 to H". The conm 
tatton bathe general pubhem no case exceeds 10 . of the total. 

althoueh, the maximum statutorx limit is -5 . u 

•ine share capital of each corporation is 

profits after repavment of dividend at thss rate accrues i 
the share capital re^arces 

public With the groMh m the "a,, '„s hare usued 

consequent stretchinc of their The total amount 

bonds and debentures to augment their ^urw outstanding 

of bonds and debentures issued bs "i' Onl> the Kerala, 
at the end of March 1966 uas ’n®?"o^a,at and Raja'than 
Maharashtra, Assam, Ao^hra Investment Corpo- 

Finance Corporations and the ''“<*'^\*"^“or ,ht’corporat,ons hate 
ration base accepted deposits so jar Most h ihe Resene Bank 

also availed of the facilits of the borrossml from tne 

of India against gov emment securities „,,„.,e<i ,o a Board 

The management of oach corporation i ^ appoints the 
of ten directors The State " , 1 , (he Re<ene Bank 

managing director gcnerallv in consultation ^ gaa), and the 

and nominates three other directors 'CCa-, vaheduled banks, 

1 F C of India nommatc one director ^anks and other 

insurance companies, investro^t a of whom represents 

financial institutions elect three di^ors, tanks and the third 

the scheduled banks, another **’e co-op share 

represents the remainimt financial fsom among them 

holders are represented bv one dir^or ,|,us nominated b) ite 

selves The majontv of the "^’letdors = ^ auibad 

Government and quasi government institution Government 

bv instructions on The Board acts on business 

m consultation vvilh the Reserve Ban 

principles and is assisted *>' ^ ,bc Chairman of the 

mcluding the Managing Direoor phones as 

Committee The corporations^ Jlwti uffiacntlv and to 

Committees in order to ‘“'’.^“nes. 

meet the requirements of particular areas render. 

The tjpes of assisUncc which the corpora 
.-T^^:^;;;;;;^^cu,ranieed divid-nd 1 . 0 * 3-. in the cs= of the P-,.!. 
and htaifras Cciporations 
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are similar to those of 1 F C of India Thus, the State Finance 
Corporations may (a) grant loans or advances to, or subscribe to 
shares and debentures ot industrial concerns repayable within a 
period of 20 )ejrs,(b) guarantee loans raised in the market by 
industrial concerns and repayable within 20 years , underwrite the 
issue of stocks, shares, bonds or debentures by industrial concerns, 
subject to the condition that any part ot the issue taken up in 
pursuance of the underwriting agreement is disposed of within seven 
years The corporations are prohibited from subscribing directly 
to the shares or stocks of any company, because their object is to 
assist industrial concerns m obUumng capital and to act as holding 
companies or investment trusts 

The financial assistance rendered by the corporations so far 
has been through the grant of loans and advances and the investment 
m shares and debentures Their subscription to debentures has been 
insignificant Only six corporations have subscribed to shares of 
industrial concerns and only three to the debentures of industrial 
concerns One of the corporations has underwritten shares and 
another has guaranteed deferred payments but undertaking of such 
types of business is engaging the attention of others 

There has been an increase in loans and advances sinctioncd 
from less than Rs 1 crore by two corporations in 1953-54 to 
Rs 5 crores by 12 corporations in 1958-59 and Rs 9 16croresby 
15 corporations by 1960-61 The loans sanctioned during the years 
1961-62 and 1962-63 were Rs 12 91 and Rs 18 33 crores During 
the 10 years period, 1953-54 to 1962-63 as a whole, the amount of 
loans sanctioned aggregated Rs 67 38 crores, of which Rs 4157 
crores, or over 60'',, were disbursed Loons sanctioned, disbursed 
and outstanding at the end of the vear 1965-66 were Rs 23 25 crores, 
Rs 16 07 crores and Rs 59 94 crores, respectively 

The recipients of financial assistance cover a wide range of 
industries Absence of a uniform industrial classification in the 
dita makes It difficult to give a detailed industry wise break-down 
of the aggregate loans and advances of all corporations taken 
together It is however, cle.>r that of the total loans sanctioned by 
.ill the corporations, textile and engineering industries received the 
largest share followed by sugar, tea, chemicals, basic metal industries 
and paper In the case of the Maharashtra and the Punjab corpora- 
tions a good pin of the Joans sanctioned was for engineering and 
textile industries , m Maharashtra each of these industries accounted 
for about a quarter of the total loans sanctioned, while, in the 
Punjab, textile manufiicturing and processing and engineering con- 
cerns accounted for 29’'„ and l3‘*o, respectively, of fobtl Joan assist- 
ance Textiles were also responsible for nearly 70'’^, and 56",, 
respectncly. of the tot.il loans sanctioned in Madhya Pradesh and 
Madras In Bihar, cold storage and engineering industries were 
prominent receiving 35‘’o -tnd 23%, respectively, of the total loans 
Tea. rubber and textile concerns accounted for 57'’o of the total loans 
in ikerala, oil mills and textiles for 48% of the total in Andhra 
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Pradesh and engineering, cotlon textiles and jutc for 46”„ m West 
SS In Assak 57% of the total loans sient to eleetne suppi) 
Md®tea industries in 1) P 42% to sugar and ice and cold storage 
Ini in Rajasthan 72% to textiles, sugar and mining industries 

Loans gisen bj the corporations arc sufficientb srcured being 
granted on the first mortgage of the fixed assets in 
buildings and plant and equipment The amount of the loan is 
usualK about 50"„ of the net sainc of the assets offered as secunl'. 
SrproMding a margin of 50' ^0 corporations are also 

powered to grant guaranteed loans Financial assistant has 
Klidcred primriK for blocL capital and onl> c'coptional lasK 
fo? working capital The period of loans granted generalMs for 
10 lo l-i sears Loans are granted bs the corporations on the 
merits of indisidual concerns after due scrulin> 'Y J'l ™ a wa** 

Se aid of techracal adsice The cotPoralions also Le^ a waten 
oser the progress of the concerns assisted through r^ular i^rc 
tions b> their officials in addition to obtaining per 
from them . , . „ 

In Slew of the significamlj lower rates of jm^^schayrf_b^ 

State Gosernments respen of thnr loan order to asoid 

under the concessional scheme of finance and 
possible ads erse repercussions ">'» “'S’" Jf'' An „as amended 
the corporations, the State Finanre CorP°”' n a, agents for 

in October 1956, empowenng “iporatioK to act ^ 
the Central or State 0 °'"""’'"}%®' 1 adiances granted or 

porations of India in respect of locns a arrangements ate 

debentures subscribed to “*^!sion has been made 

in operation now in 12 rlal« Besi^^P 

in the amended Act, oner alia, (i) for f bs the Corpora- 

corporations b> the Reserve Bank, (li) I055 accounts to 

tioiSs of their searlv balance sheets Bank, and 

their respectise State Governments and . acainstthc 

(ill) granting of financial accommodation 1 - 

guarantee of a State Goser^ent a scheduW “f J 
Imperative bank. As a result of the amenrteu'r 
have been placed on a fiimet footing and th „f,bj corpora- 

has been widened Further, the -r.ue,rrcprcsentati'es 

tions ate solved bv holding annual “"f" discussions and mutual 
bsthe Reserve Bank of India to facilitate d,s^« ^ 

eichange of ideas A ®£“7„ [pW is Te? below 

the Ses enth Conference held m December 1 SHI is giv c» 

(„ The corporations were urged .0 grant loans jom.l) wrd. 
the State Bank of India or I C I C or „ was 

(2) In regard to routing of Gort^^ ninge should be routed 

^h^mugh^t'cS'iorauonr^ndthereJhorf^^^^^^^ 

Other stztes shojld be expedited 
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(3) Some of the important su^esdons approved for expand- 
ing or facilitating the operations of the corporations by amending 
the S F C Act were as follows 

(a) Provisions for enabling the corporations to borrow funds 
from the Refinance Corporation (now merged with I D B I ) 
and such other financial institutions as may be notified by 
ihe Central Government 

(b) Provision for enabling the corporations to retain shares 
etc , taken up by them in fulfilment of underwriting 
liabilities beyond a period of 7 years with the approval 
of the State Government 

(c) Provision for enabling the corporations to act as agents 
of any financial institution approved by the State 
Government 

(4) The conference adopted the following proposals for the 
liberalization of the terms and conditions governing loans sanctioned 

(i) Personal guarantees—the corporations might not insist 
upon personal guarantees in the case of loans granted to 
well-established concerns with good management and past 
performance 

(i/) Period of repayment of loans — In the case of small-scale 
and newly established industries, the schedule of repay- 
ments might be modified in such manner chat the burden 
of repayment, especially in ihe miiial stages, was not loo 
heavy 

(m) A/flfgin— The suggestion of the small-scale industries 
board to sanction loans up to 75'’o of the value of security 
offered was reviewed and it was decided to modify the 
rigid margin requirements and relax them m suitable cases 
to the extent considered appropriate by the corporations 

The most vital decision taken at the eighth conference of the 
corporations held in December 1961 was the clarifications offered by 
the Reserve Bank that there was no ban on the participation by the 
S F Corporations in the equity capital of the companies The 
Corporations can now divert their resources to this channel and hope 
to earn substantially more, provided the underwriting or share parti- 
cipation IS done after careful assessment of the projects 

Though the growth of (he activities of the corporations has 
been slow and halting because of the irksome adherence to their red 
tape, yet they are rendering a valuable service to small and medium- 
scale industries The ratio of loans to total assets stands at a high 
* figure of 75", Three of the Corporations have been able to meet 
Its entire dividend liability from its own profits Maharashtra 
Corporation sanctioned a loan to a textile mill which had remained 
closed for 6 months due to financial difficuUics 

A depressing feature of the working of many of these corpora- 
tions has been (heir inability (o meet their commitments of guaran- 
teed dividends As many as 12 corporations needed subvention 
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from their stales for honouringthis oblication The corporations 
ha\e been criticized for their persisting incapacils to expedite pro 
cedure for screenins of loan applications and JacK of inno\ation in 
expanding their business Reasonable complaints are mounline up 
in recard to th“ lime consumine formalities of screeninc of loan 
applications The corporations should strengthen the technical staff 
at their disposal in order to ensure expeditious ard cfiinent hand 
ling of the applications The procedure for granting loans aUo 
needs to be clarified to the applicants so that the inienal between 
the receipt of an application and the actual date of sanction ma\ be 
reduced to the minimum Some of the entrepreneurs hare been 
scared a\\a\ from these corporations because their reliance on them 
tended to prolonc the completion of their projects and indireclh 
enhanced the initial cost Some of the corporations notabI\ tho^'C 
of Andhra Pradesh Madhra Pradesh and Mvsorc hai e idle resources 
with them and the\ will ha\c to take appropriate steps to u«e 
their loanable funds more imensneh ex en by gome out of their was 
to meet the financial needs of industries On the contrarv the total 
assets of all the 15 corporations are hardh 60% of those of the 
Industrial Finance Corporation of India which is a sharp reminder 
that the corporations at the state leicl base to accelerate the rote 
of their operations if ihe\ ate to meet the challcn^'e of expansion in 
theeconomi 

The elementar) problem of lack of resources prohibitne 
stalutorx provisions and unhealthv practices still persist and the 
scale of operations continues to be too small to allow scope for a 
reduction in expenses ratio and increase in productivitv The cor 
porations with their mcatre resources and reserves cannot under 
lake the larger risks and greater responsibilities of undenvntins and 
guarantee business in substantial proportions The orbnc Group 
on the S F Cs in us report, submitted in 1964 succested several 
changes in their current practices and cxistinc le^'al provisions ^ 
well as in the attitude of the corporations The Group also sugeested 
that the State Gov ernments might guarantee the deposits of S F Cs 
m the same wa> as thej guarantee iheir bonds 

There IS an imperative need for ihc corporations to function 
in a businesslike manner bj utilizing the funds gainfullv and bv 
avoiding wastace of resources It would also be worthwhile examin 
ing whether there IS need for one corporation for each state and 
whether It would be more advantaceous to merge them into fewer 
corporations on a regional basis 

National Industrial Development Corporation (N I D C ) ^ 

The National Industrial Development Corporation was spor 
sored by the Government of India in October 1954 ll was reci^ 
ter^ as a private companv under the Indian Companies Act with 
an authorized capital of Rs 1 erore and subscribed capital of Rs 10 
lakhs The finances of the Corporation are provided bv the Govern 
ment in the form of grants and Joans A sum of Rs 55 crores was 
allotted to it for its activities dunng the Second Five \ear Plan 
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period During the period of the lliird Plan grants were madeagainst 
specific projects (Rs 3 crores for Drugs project) The Corporation 
IS also empowered to increase its finanoal resources by issuing shares 
Of debentures and by receiving grants, loans, advances or deposits 
from the Centra) or State Goternments, banks, companies or 
individuals 

The Corporation is an important instrument for securing the 
harmonious development of industries m both the public and prisate 
sectors The primary object of the corporation is to enable the 
Government to promote the development of new basic and heavy 
industries particularly those which are necessary to fill up the gaps 
in the industrial structure It undertakes financing of industries 
only in so far as it is incidental to such development It gives 
priority to the establishment of the manufacture of capital goods, 
machinery and equipments for other industries It takes up the 
study and investigation of industrial schemes, and, m implementing 
them, tries to secure, where possible, the maximum use of industrial 
equipment, experience and skill available in the private sector In 
other cases, it may itself set up industries, which might m their turn 
lead to the growth of ancillary industries in private sector 

The primary function of the Corporation is to promote, estab* 
lith and operate schemes likely to adtance the industrial develop' 
ment of the country For this purpose, it can render assistance to 
any type of industrial undertaking, whether it is owned or managed 
by the Government, swtolory body company, firm or individual 
The assistance can be provided in the shape of capital, credit, 
machinery, equipment or any other type of facility The Corpora- 
tion can provide finance to industrial undertakings in different forms 
Thus It can grant loans and advances to industries It can subscribe 
to. underwrite or deal in the shares and debentures of companies 
It can also guarantee )o.ins and advances to industries, as well as 
issues of shares and debentures made by companies Its own capita) 
c.an be invested directly in companies formed for running an indus- 
trial undertaking approved by it Certain powers have been granted 
to the CorporjiJon in order to enable it to exercise control over 
industrial undertakings with which it is connected Thus, it can 
manage control or supervise a concern by nominating directors or 
advisors or otherwise collaborating with It It can enter into part- 
nership or any other arrangement for joint working wilh a concern 
It can also promote, establish or assist any concern formed with a 
view to setting up or running an industrial undertaking 

The Corporation can have a minimum of 15 directors and a 
maximum of 25 directors The Board of Directors at present is 
composed of 15 members indoding the Chairman {who is the 
Minister mcharge of the Ministry of Industry) the Vice-Chairman 
and the Managing Director The Board includes bot)i officials 
and non-officuils and is nominated by the Central Government 
By the inclusion of mdastnahsts, sciCTitisis. and other experts on 
the Board of Directors, the Corporation is able to integrate the 
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df^c]ppment cf public cnlerpn'ies cnablt^hrd b> it ■with drvrippraent 
elsewhere and Ihu'; help in '■ecannga <\nihesis of public and pniate 
sectors 

Indastrxal projects Since its inception the Corporation has 
examined a number of indusinal projects uhich had been selectK3, 
with the approval of the Central GovemmenL for technical and eco- 
nomic studv The projects XAcre chosen pnmanh with a view to 
develop new lines of production in fields where the cou''trv was 
exclus5\elv or mainlv dependent upon imports. 

\\ here the execution of a project JS to be undertalen bv lie 
N I D C the method adopted depends upon the circumstances of 
each case Ahhouch intuHv ihc capital mav he whollv from 
Government sources it is not necessarv that this should be the case 
in all instances or for all tiroes The project might be executed bv 
the Corporation itself or h\ a subsidiarv cernpam The projeci 
could also be executed in colldboraiion with pnvate cnierpnsr 
The nature and extern of foreign fmanaal or technical collabo- 
ration and participation if anv is also decided according to the 
circumstances 

The Corporation has concentrated its efforts on prrjerts 
mg to the manufanure of indusinal machinerv in the field of 
engineering including the esiablishtncni of Fouadrj sad Forge 
capacitv for such manufanure of and produmon cf some 
industnal raw matenals like raw film, alutmnium. sv-nthetic rubw, 
basic organic chemicals and intermediates, sulphur, phosphorus, 
Preliminarj studies and invesugations have been completed in re g^ 
to a number of these projects and their implementation has wen 
entrusted to the Government Corporations. The Heavx Msdiroe 
Building Plan: and the Coal Mining Machinerv Plant and the 
* Heavj, Foundrv Forge Projects have been entrusted to the 
Engineering Corporation sex up at Ranchi for this purpose, no- 
jccis relating to the manufaaure of sulphur from pvntes, raw iiim 
for the cinema industrv and ihe organic chemicals and snierm^ates 
have been entrusted to separate corporations Some cf the senses 
for the manufacture of industrial raw materials, vm., s\nihetjc 
rubber, carbon black, tungsten carbide, ravon grade pulp ior 

which necessarv preliimnaix Studies were earned out bv the Coipi> 

ration, have been assigned io the pnvate sector to follow up an 
establish production units 

The chief agency through which the Corporation works 
Technological Consultancy Bureau ^ up in i960 The Bureau as at 
present engaged in the development of the following projects : 

} Alumina Project, Korba (^1 P.) 

2. Ball and Roller Bearing Project. 

3 Pumps and Compressors Project- 

4 Bio Gas Project- 

5 Pulp Paper-New spnnt Plants in Public Sector. 

6 Instrumentation Ltd., Kota and PalghaL 
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7 Machine Tool Projects (Ajmer and Bhavnagar) 

8 Central Workshop for Kolar Gold Mines 

9 Demand Survey for Automobile Ancillancs 

10 Manufacture of Seamless Pipes, Cranes. Hoists and Struc 
turals 

! } Development of Industries in Tripura 

12 Alkaloids Project Madhya Pradesh 

13 New Industries in Andhra Pradesh and Uttar Pradesh 

14 Design of Township for Messrs Hindustan Organic 
Chemicals Ltd and Fcrtilircr Corporation of India, 
Gorakhpur 

1 5 Locational studies for location of Future Aluminium Plants 

16 Marine Diesel fngme Project 

17 Pig Iron Plant M P 

18 Andhra Pradesh industrial Development Corpontton 

19 Demand Surveys for textile machinery 

20 Indian Drugs and Pharmaceuticals Ltd 

The Pyrites and Chemicals Development Company Ltd , which 
was set up as a subsidiary of the Corporation plans to mine 300 000 
tonnes of pyrites ore per year from the Amjhorc deposits The 
company also proposes to set up two pyrites based sulphuric acid 
units adjacent to large size nitrogenous fertilizer fictories at Sindri 
and Durgnpiir The Company, however, has now been made 
independent of the Corporation directly under the control of the 
Government of India 

Loans for rehabititation of industries The Government 
uses the Corporation as an agency for the grant of loins to any 
industry which they may desire to assist Origimlly the scheme 
covered loans for the modernization and rehabilitation of the jute 
fnJiisir} .\nd ific convn icxiile industt), but now Government ha\e 
decided to utilize the Corporation as an agency for adianctng loans 
to the units manufacturing machine tools also 

The Corporation invites applications from the units who 
require such .issistancc The Corporation has set three Advisory 
Committees in Calcutta, Bombay and New Delhi for the scrutiny of 
applications from jute mills cotton textile mills and machine tool 
units respectively These Committees include representatives of 
the industry concerned and of the Central Government, besides those 
of the Corporation 

The Corporation Ins published in a memorandum tfic terms 

condii'ions on nli'/clr rl gjv/rfsioantt A? /izfe and cOi'ion 
mills The loans arc granted for a term not exceeding IS years for 
purchase of machinery required for modernization and rehabilita- 
tion on the mortgage of fixed assets The mill company is also 
required to execute a sub-mortgage in fivour of Government of 
India The loans advanced arc repud in 15 equal annual instal- 
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menls, the first instalment being payable within 18 months froin the 
date the loan was drawn The rate of interest charged is 7J o. 
but the Corporation may accept interest at 5 ,, if instalments of 
principal and interest arc paid on due dates Unless and until 
prosision has been made for the payment of instalments due the 
company is forbidden from declaring any dividends of 
allocation to reserses out of profits of any year The Corpora 
tion has the right to nominate one of the directors on the Boar 
of Directors of the company who is not liable to 
The Corporation has also the right to / 

factory and books of account and to carry out a t^hnical >"'“g 
tion of Its affairs The company is required to submit to the Co 
poration such returns and reports as may be railed for or » 

Its Articles of Association v ith a view to conform to 'e"ns and 
conditions of the loan The loans sanctioned by the Coiporatio 
jute cotton and machine tools units amounted to Rs 28 2 crore 
ind of 1965-66, of which Rs 17 1 crores was actua l) dmwn 
by the industries The Government discon mued the scheme 
grant of loans through the Corporation lo Colton 

mills for modernization and rehabilitation textile mills has 

of considering loan applications f 

now been entrusted to the Industrial Development Bank 

early in 1964 Accordingly the Ministry of Cotton Mills 

the Indian Jute Mills Association and regarding 

Federation to contact the Industrial Deselopment Bank g 

the procedure for grant of loans oroMSion 

The Corporation’s short term (rental) I j ‘Jr%s on hire 

of indigenous machinery to jute and cotton ’"^J^ance aegrega* 
purchase system has also made good ^ 

ting Rs 3 8 lakhs ^^as sanctioned b\ March 19b& .u^nrohlems 

The Corporation set up Working f during 

of modernization of cotton textile, woollen and s problems 

1959 The reports of the groups threw enough g mdus* 

and suggested ways and means for the modemizat 
tries during the Third Five Year Plan 

Industrial Development Bank of India (I.D B ^ I ) was 

The Industrial Desclopmcnt ^",^j^_,Snnmcnt Bank 

eslabhshed in July 1964 in terms of the Industrial ' ^4 n,c 

India Act. which ^^s passed by Parliament raM=lJ5"l^ „r 

Bank was set up as part of a reorganized and gra^ 
industrial financing instit^ons m E i,„ng into existence 

rapid industrializalion The o>>J«l „ J mher financial 

an apex institution to coordinate the activi k ,„dustrv as 

institutions, including banks, providing term-f u„„5 to 

well as to provide direct financial medium and 

bridge the gap between the supply “Efiulnce provided by the specia- 
long term finance Although the 'p'^m the country since 

hzed industrial financing institutions ^ jljeele contribution 

Independence has shown a steads increase. 
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m providing tcrm-fmance to industry was considered to be inadequate 
in relation to the substantial investment outlays envisaged in the 
Third and succeeding Five Year Plans, both in magnitude and 
range of financing In mcw of the dimensions of the problem that 
rapid industrialization poses, an apex institution with substantial 
financial resources and considerable operational flexibility was 
considered necessary 

The role of the Dank has been conceived not merely as one of 
enlarging the usefulness of the existing financial institutions by 
supplementing their resources and widening the scope of their assist- 
ance for financing of industrial development and expansion The 
Bank would also be a central agency, which ultimately will be 
concerned, directly or indirectly, with all problems relating to the 
medium and long-term financing of industry, ensuring not only the 
flow of funds to enterprises and projects which are in accord with the 
Plan priorities but also, if necessary, adopting and enforcing a system 
of priorities for promoting future industrial growth The Bank is 
also designed to function as a developmental agency, with special 
responsibility to fill the gaps in the industrial structure and to 
develop certain vital and strategic sectors like fertilizers, alloy and 
special steels and petro-chemicals The Bank has thus emerged as a 
pivotal financial mstituiion which has been assigned an important 
role in the tasks of planned development in industry 

The Bank is a wholly-owned subsidiary of the Reserve Bank of 
India and the direction and management of its affairs arc vested in a 
Board of Directors which is the same as the Central Board of Direc- 
tors of the Reserve B ink The Board has constituted an Executive 
Committee to discharge some of its functions Several considerations 
have weighed with the Government m making the Bank a wholly- 
owned subsidiary of the Reserve Dank The 1 D D 1 is, in a sense, a 
lender of the last resort for all periods other than the short-term and 
Its role IS m some respects akin to that of the Reserve Bank 
Secondly, with the passage of time, the operations of the 1 D D I arc 
likely to assume considerable dimensions and would need to be 
generally regulated within the framework of proper monetary 
management, a task which falls withm the special sphere of responsi- 
bility of the Reserve Bink Thirdly, for some years now, the Reserve 
Bank lias steadily expanded its role in the field of industrial finance 
It was, therefore, advantageous to have an institution legally separate 
from the Reserve Bank but closely associated with it to look after the 
corpus of activities re].iting to industrial finance 

The authorized capital of the Bank is Rs 50 crorcs, which may, 
if necessary, be increased to Rs 100 crorcs Us issued capital to 
begin with IS Rs 10 crorcs subsenbed wholly by the Reserve flank of 
India The sb ire c.ipjfal of the I r C held by the Government of 
India and the Reserve Bank has been transferred to the 1 D B I , and 
to acquire controlling interests in the I F C , it has purchased more of 
shares The finances of the Bank have been supplemented by an 
interest free loan of Rs 10 crorcs from the Central Government 
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Scheduled Banks and State Co operative Banks Loans to be eligible 
for refinance should be repayable between 3 and 25 years in the case 
of financial institutions and between 3 and 10 years m the case of 
Scheduled and State Co-operative Banks The Bank took over (he 
business of Refinance Corporation of Industry on September 1, 1964, 
which was dissolved finally on July 26, 1965 

(b) Direct financial assistance to industrial concerns is in the 
form of loans and advances , subscribing to, purchasing or under 
writing issues of stocks, shares, bonds or debentures , guaranteeing 
deferred payments due from industrial concerns to third parties 
and loans raised by them in the open market or from financial 
institutions The Bank may also accept, discount or rediscount 
commercial bills or promissory notes of industrial concerns In 
providing direct assistance the Bank attempts to secure the colla- 
boration of other institutions and to fill the gaps that remain after 
taking into consideration the assistance available from other 
institutions 

(ill) The Bank may undertake promotional aclivuies inch as 
marketing and investment research and surievs as well as techno- 
economic studies, besides gning technical ondodminisiraine assistance 
to industrial enterprises for promotion, management and expansion 

It IS planned as an insiiiuiion which will co-ordinate the 
activities of all institutions engaged in the task of financing industrial 
development it is an aid to mduslnal growth and as an incentive 
to genuine entrepreneurs It will serve well the objective of promoting 
democratic socialism to which the country is pledged 

Provision has been made for the Development Bank to make 
the I F C Its subsidiary or to completely absorb the Corporation 

The financial assistance provided by the bank in the first two 
years of its working is shown below 


(Rupees in crores) 



Assistance Sanctioned 

Assistance 

Disbursed 

Type of assistance 1964 65 

1965 66 

1964-65 

1965 66 


(July-June) (Juiy-/ime) {July-June) {July-June) 

1. 

Refinance 

25 1 

23 0 

21 2 

22 3 

2. 

Direct Joans to 
industrial units 

162 

35 6 

_ 

19 9 

3 

Underwriting of shares 

69 

76 

04 

14 5 

4 

Subscription to shares 
and bonds of financial 






institutions* 

22 

1 7 

22 

1 7 

5 

Rediscounting of bills 

0 1 

22 

0 1 

22 

6. 

Guarantee for loans 
and deferred payments 

70 

186 

_ 

- 


Total 

57 5 

8S7 

23 9 

51-4 


1 ErcJudjflg purch3se of shares of the 1 FC. 
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Isdastrial Credit and la^eatment Corporation of India Ltd. 

Unli5.e the Central and State Corporations the ICICI, is 
pmateK owTied It tvas incorporated under the Indian Corapan’es 
Act on Januar\ 5, 1955 for the purpose of assisting industnal enter* 
prises within the private sector of industry in India. In general, the 
Corporation is (i) to assw m the creation e\pan«ioa and tnodn’* 
nization of such enterprises (ii) to encourage and promote participa- 
tion of private capital both inienia! and ettcmal, in <urh enler- 
pnses , and (ill) to encourage and promote private omienhip of 
industnal investments and the expansion of investment markets In 
particular it is (a) to provide finance m the form of long or medium 
term loans or equitv participations (b) to spon^^r and underwrite 
new issues of ‘hares and securities (c) to guarantee loans from other 
private investment sources (d) to male funds available for re 
investment b\ revolvinc invcstraents as ropidl> as prudent, and 
<e) to furnish managerial technical and administrative advice and 
assist in obtaining managerial technical and administrative services 

for Indian industry 

The auihormed capital of the Corporation is Rs 25 ww 
divided into 50 000 ordinary shares ofRs 100 each, and 20 00,000 
unclassified sharo of Rs 100 each* The issued and paid up eapiiaJ 
IS held jomllv b> Indian hanks and insurance companies and indivi- 
dual investors m India, the U K and the U S A Each share entitl's 
Us holder to one vote 

Unclassified shares jna\ be issued bv the Corporation wr^ a 
preferential or qualified ngbi to dividends and in distribution of tne 
assets and with a special ngbt of voting or without anv ngni 
Hovvcver.no shares can be issued wiibout the sanction of the com^ 
panv in general meetme (i) unless Ihev are offered to the existing 
shareholders in proportion to the shares held bv then (irrespcctivT 
of the class of shares) and (ii) if the aggregate nominal amount c 
preference shares issued exceeds the aggregate nommaJ amount c 
the issued ordmarv shares of the Corporation 

The Corporation is empowered to borrow, provided 
borrowed and guaranleed b> the Corporation, does not exceed tnw 
times the ageregate of (i) the unimpaired capital, (ii) the j 

inc advance from the Govemraenl of India, and (hi) the surplus ar 
reserves of the Corjroration 

After the expin of fivexears from its incorporation, the 
ration was required to transfer 25% of its profits cveo ° 
Reserve Fund to meet conitngenaes and for other purpos^ cc® 
civetothe interests of the Corporation until the Resene rima - 
equal to the outstanding Government advance 

The Government of India advanced to the Conxiniuon m 
Januar> 1955 a sum ofRs 7 50 crore^, free of mter«t, repavawe m 
15 eqi^ annual instalments after tfacexpux oflSjearslro 
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date of advance The advance will rank for pajnient only after 
payment of all outstanding debts and liabilities and the paid up 
share capital of the Corporation , each annual instalment as it falls 
due will, however, be treated as a debt of the Corporation and not 
as part of the advance outstanding So long as there is any ad\ance 
outstanding, the Government of India will be entitled to appoint, 
maintain and remove one Director on the Board of the Corporation 
to represent it , this Director will neither be liable to retire by 
rotation nor be required to hold any share qualification In addition, 
the Government of India agreed to lend the Corporation Rs 10 
crores, from the proceeds of the United States Agricultural Commodi- 
ties in India m October 1959 and a further loan of Rs 10 crores out 
of the P L 480 Funds in 1963, making a total of Rs 27 50 crores 
The CoTporation has borroived lo foreign currencies from 
international agencies as follows 
IBRD In terms of Agreements dated 

March 14. 1955 for U S $ 10 million 

July 15. 1959 for U S S 10 million 

October 28. I960 for U S 9 20 million 

February 28, 1962 for U S S 20 million 

June 5, 1963 for U S S 30 million 

May 28. 1965 for U S $ 50 million 

Agency for International Development of U S A In terms of 
Agreement dated 

March 23, 1961 for U S $ 5 million 
K F W (Reconstruction Loan Corporation) of Germany In terms 
of Agreement dated 

April 26, 1963 for DM 20 million 

July 27, 1964 for DM 5 million 

Nov 23, 1964 for DM 10 million 

June 8, 1965 for DM 5 million 

March 23, 1966 for DM 20 million 

The foreign currency loans amount to 158 65 million VS 
dollars (Rs 118 99 crores) comprising U S $ 140 million from the 
World Bank, US S 5 million from the Agency for International 
Development of U S A and DM 60 million from the Kreditanstalt 
fur Wideraufbau (Reconstruction Loan Corporation of W Germany) 
Repayment of (he principal, interest and other charges on these 
loans have been guaranteed by the Government of India 

Thus, the total resources of ihe Corporation on 31sl December 
1966 amounted to Rs 115 72 crores as detailed below 
Share capital Rs 

Reserves Rs 

Borrowing Limit 

Rupee Currency Rs 
Foreign „ Rs 


7 50 crores 
3 37 

Actual Drawmes 
37 50 „ Rs 29 50 crores 

120 00 „ Rs 27 92 


Total Rs 168 37 „ Rs 57 42 
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Both the Government of India and the Corporation are of the 
opinion that the membership of the Corporation should be broadly 
distributed and that there should be no undue concentration of 
control To ensure this, the Board of Directors exercise their rights 
with respect to registration of transfer of shares so as to pre\ ent anj 
one person or company or group of affiliated persons or companiK 
from acquiring effective control of the Corporation An> dispute 
betvv een the Gov ernment of India and the Corporation as to w hether 
effective control of the Corporation has been acquired ma> be refer 
red to arbitration 

The Corporation sanctioned bv the end of Dec 1966, net 
financial assistance aggregating Rs 178 crores to 425 companies, 
of which 179 were new companies Compamcs to whom assistance 
was sanctioned were well disinbuied over the whole countrv Out 
of this amount of Rs 178 crores Rs 14135 crores (79%) were m 
the form of loans and guarantees Rs 30 58 crores (17%) m respect of 
underwriting of shares and debentures and Rs 6 07 crores (4%) in 
the form of direct subscriptions to shares and debentures Of the total 
loans of Rs 141 35 crores sanctioned bi the end of 1966 rupee loa^ 
accounted for Rs 36 92 crores and loans m foreign currencies for the 
balance of Rs 104 43 crores 74% of the loans sanctioned 
Corporation were in foreign currencj Financial assistance provided 
in the form of rupee loans and by underwriting was almost equal to 
foreign currenc> loans 

Financiof ca>i«tance (Aei) provided till Sltt Dec. 1966 

tRuoees ID croTcs) 


T} pe of operations 

Mo c} 
companies 

/imount 

sanctioned 

Amount 

disbursed 

1 Loans avd GuaRantte 

Rupees 

113 

36 92 

71 OS 

Foreign exchange 

291 

J04 43 

Total 

404 

14135 

97 07 

2 Underwriting , 

Ordinary shares 

97 

13 15 

3 27 

5 09 

Preference shares 

49 

6 &1 

Debentures 

30 

JO 82 

Total 

176 

30 58 

14 76 

3 Direct Subscriptiok , 

Ordinary shares 

50 

391 

0 61 

1 ^0 

Preference shares 

7 

0 66 

Debentures 

2 

1 50 

Total 

59 

6 07 

5 87 

Grand Total 

639 


117 70_ 
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In regard to loan operations it is of interest to note that rupee 
loans have not recorded much progress but loans in foreign curren- 
cies have continued to expand This pattern of assistance is due, to 
some extent, to the existence in the country of several institutional 
agencies which specialize m the provision of rupee finance while this 
Corporation is the only institution on account of its close association 
with the World Bank and other foreign agencies which enable the 
Corporation to disburse loans m foreign currencies 

The industries benefited from the Corporation s assisljncc so 
far cover a wide range These include metal products (ferrous and 
non-ferrous), chemicals and products, machinery manufacture, 
electrical equipment, paper and pulp, cement, automobiles and 
cycles, textiles etc , as shown below 

/niinstryivise d<«(ribwlioR of Jinanctal atiiatancc 


(Rupees in crorcs) 



Imiusiry 

Hei amount sanctioned 

% 

1 

Metal products (ferrous & non ferrous) 

40 28 

22 7 

2 

Chemicals and products 


29 80 

167 

3 

Machinery /nanufacturc 


1941 

109 

4 

Electrical equipment 


16 93 

95 

5 

Paper and pulp 


9 84 

55 

6 

Cement 


11 95 

67 

7 

Automobiles and cycles 


10 02 

56 

8 

Textiles 


11 70 

66 

9 

Glass, pottery, etc 


7 03 

4 0 

10 

Electricity, gas & steam 


4 73 

27 

11 

Shipping 


3 49 

20 

12 

Sugar 


2 72 

1 5 

13 

Rubber products 


1 76 

1 0 

14 

Wood, cork, etc 


201 

1 1 

15 

1 ood products 


2 34 

1 3 

16 

Oil pipe line 


1 50 

08 

17 

Others 


2 49 

1 4 



Total 

178 00 

100 


Maharashtra received the hrgest share (37 of the financial 
assistance, followed by Gujarat (13 4®o) Madras (11/,,) and West 
Bengal (9%), the four slates receiving two-third of the total assistance 
as shown below 
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Staletrise distribution of financial assistance 


Stele 

companies 

A‘et Amount 
sancitoned 
fRs m crores) 

% Skates 

Maharashtra 

154 

66 53 

37 4 

Gujarat 

73 

23 92 

13 4 

Madras 

42 

19 67 

no 

West Bcncal 

49 

16 00 

9-0 

Mysore 

20 

12 39 

7D 

Andhra Pradesh 

12 

904 

5 I 

Bihar 

13 

7 62 

43 

UP 

15 

5 67 

32 

Orissa 

7 

409 

23 

MP 

6 

3 42 

1-9 

Punjab 

1 

0 10 

01 

Assam 

3 

1 09 

I'l 

Rajasthan 

6 

2 3? 

13 

Kerala 

9 

I 96 


Haryana 

10 

2 29 

I 3 

Union Territories 

5 

1 03 

05 


Toul 425 178 00 


The Corporation functions more or iess as a dneJoporat banl 
and as such it has a long term contribution to male in an 
like ours As a de\elopmem bank, IC.ICl ‘cels to tosw 
in\estment on healthy lines , m times of sluggishness m the capii^ 
market, it pros ides funds to enable the flow of estmeal to continue, 

in normal times, it carries out scrutiny of projects, guides entrepre- 
neurs about their projects It has made special efforts to asnst ne« 
entrepreneurs, to take up riskier forms of financing like unde^tiu^ 
and to miest in noo-traditiona) induslnes Mam projects nnancca 
b> the Corporation hai e been started bj entrepreneurs 
these projects were the first step m the industrial field The nev 
entrepreneurs haie come from a \anet> of fields — trading, manage- 
ment, engmeenog, etc. The Corporation also prondes ranous 
ancillary scrsices to new entrepreneurs 

The Corporation has worked in close co-operation 
institutions m financing industrial enterpnses It has joined 
financial msiitutions in undcrwmine operations and m the g^t^_ 
of loans and it is propo<ied to di^ss the possibilities of lurtrie 
combined operations with finance corporations, credit institution 
and the Life Insurance Corporation, as well as with foreign * 

tions such as the International Finance Corporation and the Lorn- 

monwealth Development Finance Coropanv 

The Corporation has also extended and strengthened ds 
tions with sister development ban)» outside India (Malaya, Tha^^ 
Liberia) and the General hlanagcr of the Corporation attendee 
October 1963 the Second Regional Conference of Developm 
Banks m Asia. 
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Unit Trust of India The Unit Trust of India was set up 
m December 1963 under an Act of Parliament as a public sector 
organization having been sponsored and supported by the Reserve 
Bank the Life Insurance Corporation and the State Bank of India 
It began to function in Bombay from 1st February, 1964 The 
primary object of the Trust is twofold to stimulate and pool the 
savings of middle and low-income grpups and to enable them to share 
the benefits and prosperity of the rapidly growing mdustrializaiion 
in the country This twofold objective is achieved through a 
threefold approach first by selling units of the Trust among as 
many investors as possible in different parts of the country, then 
b> investing the sale proceeds, together uith the Trust s own funds, 
m industrial and corporate securities and finally by paying dividends 
to those who have bought the units of the Trust 

The initial capital of the Trust IS Rs 5 crorcs and has been 
contributed by the Reserve Bank, the L I C , the State Bank of 
India and its subsidiaries, scheduled banks and other financial insti- 
tutions The Unit Trust of India Act provides that at least 90% of 
income less expenses, which are limited to S**© of the gross income, 
should be distributed to unit holders The Trust aims to give 
an average yield of over to ns unit holders During the first 
year of its working the Unit Trust declared a dividend to the unit 
holders of 6 lO^o per annum and of 7®o <3unng the second year 
Since the income from the Trust up to Rs 1,000 is free of tax, the 
gross rate for individuals works out to 7 62% per annum The 
Trust claims to offer (he following further advantages to its 
investors 

(1) In the case of individual unit holders, income up to 
Rs 1,000 distributed by the Trust IS exempt from income- 
tax 

(2) It will also be excluded m computing total income for 
purposes of assessment 

(3) Individual unit holders will receive their dividend without 
any deduction of income-tax at source 

The unit holder receives a steady income on his investment 
since the return is based on the average income of a balanced 
portfolio For the sale of units, the trust has organized a network 
of over 4 000 odices all over India, of the commercial banks (includ 
ing the State Bank of India and its subsidiaries) which have contri- 
buted to the initial capital of the Trust Besides approved Brokers 
on the recognized Stock Exchanges, nearly 14,000 post olTices 
throughout the country also act as agents for the sale of units The 
Trust has also set up three Regional Offices at Calcutta, Madras and 
New Delhi Units can be purchased in 10 or a muftipfe of ten 
There is no limit to the investment that one may make m units 

The Unit Trust has emerged as a very important institution 
of industrial finance Three fourths of the total funds of the Trust 
are invested m shares and debentures of industrial concerns (ordinary 
shares 41 3%, debentures 421% and preference shares 9 7% and 
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2 7^0 of public corpoTation*: accounled for tis 12 ; t^tecsis 

of ibe Tru^i) The Unit Tnj*il in've^icd Jisfunds in the ^eranties of 
oier^fO jndu'^naJ entrrpnvs. in3inl> manufactnnnc. financial and 
public utilitj concemt: The Tru«l has 2 l<;o embarl^. in z luniied 

upon proiidincundenvntmc fadliiics for nCTvi^vjK of deben- 
tures and preference shares b\ cstabli«ied enierpnses. Tie Tra^i 
contemplates other t\-pes of srhemes such as high income, CapTal 
Groialh Schemes and Sanncs Plan indudine Children s Gift plans for 
catenng to the m\ esiment preferences of the lanous classes of rm es- 
lors and it is expected that the Trust tmII be able to tap a s:pnficand\ 
larger volume of sasinEs in lie future and lo diseri tbem for rapid 
industnai development under the Fourth Ft\c "^esr Plan 

The Trust Act has been amended to enable lie Trust lo 
borrow from the Reserve Banl or the commennal banls airamst 
erdmarv industrial shares and to offer additional farihiies for 
acquisition of unns bv investors under new schemes catenas lo iheir 
speaal preferences or requirencnis The Trust vroiJd fonsulaie 
schemes intended for the benefit of people interested m s**cun32 an 
eletoen! of protection m the form of insurance in eolbbomn-n 'wnh 
L I C or in the appreciation of the capital attributable 
subscnpiicns or the remforcemeni of income which thev tnitht be 
currentlv earamc 

naaoce Corporatioas and the Capital btarhet 

The finance corporations set up <isct independence havecenm' 
buied substantiallv towards ihc development of an orcantzed 
mariei in India. Investment arjmiv has been assisted cv lie 
sirencihenrog of the mstitutjonal structure bv the ostablishmcs^ 
IhelFC in 194^ ihe State Finance Corporations m each of lie 
15 Slates (dunng 1949-60), MDC in 1954, ICICI 22 ° 

N S I C in 1955 and Refinance Corporations m 195S (mer?^ 

I D B in 1964) and LD B I m 1964 Not cnlj has the volmne w 
assistance provided bv ihese finanoal institutions recorded a 
cant increase m recent v ears, but the emergence of some of 
institutions has also led lo lie expansion of underwutmc activaP 
Icst/rutional finance, jxr recent sears, has con*tJluJed ss mcr^sma, 
impoitanl source of medium and long-lena funds for Indian 
The volume of assistance provided bv the various teim-^2t^^~ 
institutions (I F C , S F Cs . I C.LC.I iid R.CI ) rtprese^sb^^ 
5'’o of the lota) pnv sie sector an estment in ladusijv diuinc i 

Plm m ihe Third Plan penocL this assistance (mcJuding I p “ ^ 
has been placed Toucidv at 13% efa larger total amount of ’ 
raent. In lie Fourth Plan Penoi liis ratio taav atain 
«y3ine extent. The financial assistance sanctioned dunce 1 ? 
and 1965-66 has been Rs. IIS 2 crores and Rv 166 6 crores resp^- 

tivrfv as sbon'n below 
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rinaitcin{ ylsststance to vnditstrinl concerns sonctioncil by 
major tcrm-finnacing institutions 


(Rupees in crores) 


Instiliitioii 

Loans 

1964-65 

Under- 

wriringr 

Total 

Loans 

1965 66 
Undcr- 
H ritings 

Total 

Tdbi 

3 

and direct 
subscription 
30 

213 

58 8 

and direct 
stibscrtpiion 
10 5 

~69 3~ 

I FC 

20 8 

38 

24 6 1 

37 7 

5 8 

43 5 

ICICI 

16 8 

63 

23 1 

18 8 

58 

24 6 

S FCs 

20 0 

28 

22 8 1 

23 4 

1 9 

25 3 

S 1 DCs 

02 

23 

25 1 

03 

1 4 

1 7 

U T I 



89 

89 1 

— 

22 

22 

Lie 

1 3 

13 7 

ISO ! 

— 

— 

— 

Total 

77 4 

40 8 

1182 1 

1 139 0 

27 6 

166 6 


The progressive strcngihcning of ihc financial machinery for 
provision of term finance to private sector of industry and the 
setting up of the IDDI as the apex institution has resulted in 
significantly increasing the contribution of tcrm*fimncmg institutions 
to the industrial growth of (he country 

The Industrial Finance Corporation has enabled a number of 
new enterprises to establish themselves firmly and pay attractive 
dividends At the time the loans were sanctioned, these units either 
did not piy any dividends or paid low dividends The NIDC 
has emerged as the most important institution responsible for the 
promotion of giant capital intensive concerns second only to manag* 
mg agents The ICICI is the most important institution 
providing assistance in foreign currencies The L I C is the largest 
single institution in the sphere of underwriting of and direct subscript 
tions to shares and debentures 

The Industrul Development Dank of India is an apex insti* 
tution which co ordinates the activities of all institutions engaged in 
financing industrial development and enlarges their usefulness by 
supplementing their resources and widening the scope of their finan- 
cial assistance At the same lime it serves as a large financing 
agency and deals with all problems of industml finance A special 
responsibility vests in the 1 D B I to ensure that the limited funds 
available for channelling through the term financing institutions 
would be put to the best possible use Assistance must be concentrated 
on arc 's where it would be most productive The operations of the 
I DO I and those of other msmuttons would have to bo sdectne. 
directed especially towards the building up of elTicient units, in 
priority sectors Attention should be concentrated on areas like 
fertilizers, petro chemicals, alloy steels, machine tools, cement, etc 

While the term-financing institutions should play a significant 
role m the financing of industry, it is necessary to bear in mind that 
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in Ecneral ihcir Contribution can onl> be a subsidian one It should 
be hoped that the atmosphere of gloom that pre%ails in the capital 
roarlel since 1563 wall be a passinc phase In the ultimate anabsis 
the re'^ources for both th? public and pri\aie ‘•cctors ha%c to 
come from the genuine saMntfs of the public Fiscal policies and 
operations of the corporata,*sccior ha\c to be such as to maximize 
pruale sasinccnd m'esiment 

The State Industrial Dcxelopmcnt Corporations (SI DCs) 
ha\e recentlv been set up in the slates of Andhra Pradesh B har 
Gujarat Kerala Madras M P Maharashtra Mjsore Onssa 
Punjab and L ttar Pradesh Thcv have been established bi state 
Gosemmenis in order to accelerate the tempo of indusinal erow-th 
Thcj proMde assistance to mdusirv either dtrcctl> or indirectli in the 
form of loans issue of cuarantecs and assisting underwntmg of shares 
and debentures Some of (be S I DCs have been cntfti«t^Jni£h the 
task of deielopmc and manacing industrial estates A feu of these 
can also encace in artjvities like the generation transmission and 
sale of clectricitv m specified areas Thcj thus combme in their 
operations the functions of entrepreneurs finaoeiers and welfare 
bodies Loans underwntinc and direct subscription to shares and 
debentures sanctioned and disbursed has been as follows 

1964-65 1965-66 

Assistance sanciioaed Rs 25crores Rs 1 1 crores 

Assistance disbursed Rs 1 3 crores Rs 1 4 crores 
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Investment Banking & Underwriting 


Investment bnnkers act as middle men between the sivers and 
users of capital In business the middle-men act in two capacities , 
they act either as merchant middle-men, when they assume the risks 
or as agents when they do not take the risks The merchants work on 
a basis of margin between the bu>ing and sellme prices and theagents 
work on the basis of a commission In the USA the investment 
bankers are primarily engaged in the merchandiemg of securities The 
brokers act only as agents , they buy and sell securities for the 
account of their clients and receive their remuneration in the form of 
8 commission But the investment bankers prirchase blocks of 
securities — bonds or stocks — for their owti account for the purpose 
of selling them at a price higher than the purchase price Their 
remuneration consists of the margin between the buying and selling 
prices Investment bankers often act as brokers also, but mainly 
they are merchant mtddlc-mcn engaged in the purchase and sale of 
new securities — both equity and debt 
Underwriting in negotiated financing 

Functions of the Jn\esimenl Bankers — Primary and the most 
important function of the investment bankers is ffl;7ifn//orniflfion or 
the raising of new capital It is usually carried out m three ways 

(a) underwriting involving outright purchase and sale of securities, 

(b) underwriting involving guarantee of sale or stand by' arrange- 
ment, and (c) ‘Best E/forls’ selling 

The most important and most commonly used method of all 
the three is the outright purchise and sale of securities 

Origination. This method may be discussed here briefly The 
investment bankers keep themselves m close touch with people inte- 
rested m new promotions in different parts of the country When they 
get the news of the possibility of the promotion of a new company 
through one of the sources of their mformation and intelligence, they 
at once try to contact the leading figures of the proposed floatation 
The organizers of the new compam agree to entrust the business of 
underwriting the new issue to one of the investment bankers 
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securities to the members of the syndicate The research and 
statistical department engages itself in the analysis of the securities 
underwritten or traded in and it also prepares up to>date lists of the 
secretaries, treasurers or presidents of the institutions like the edu 
cational or charitable foundations and trade unions interested m the 
purchase of securities as well as of the individuals falling in certain 
higher income groups, who are likely to purchase securities On the 
basis of this information the sales department keeps itself m touch 
with the potential purchasers of securities and keeps the market ready 
for the absorption of a new batch of securities almost in advance of 
the finalization of an impending deal This department plays the most 
significant role in the quick disposal of the merchandise of the firm 
and consequently in its successful operations The trading department 
strives to maintain continuing markets in outstanding securities and 
the accounting department maintains the records of the transactions — 
purchases and sales— and of other connected matters 

Selling In order to secure wide distribution and quick diS' 
posal of securities It is considered essential that the largest possible 
group of bankers participates in the selling effort Usually the mem- 
bers of the syndicate who have underwritten the issue sell it through 
their own organization and through the dealers For selling an issue 
of $ 200 million debentures two hundred thirty-five firms were asso 
ciated With the syndicate organized by Messrs Morgan Stanley 4. 
Company in 1953 Sometimes a list of ‘selected dealers' or ‘selling 
group IS also set up by the underwriting syndicate Portions of the 
issue are allotted to them and unsold portions of their allotment are 
taken up by them The syndicates arc temporary organizations and m 
the case of less successful issues the unsold portions of the allotted 
share are taken up by the participants and the syndicate is dissolved 
But when an issue proves to be quite successful the syndicate is 
dissolved only after a complete distribution of the total issue 

This seems to be the current practice with regard to the out 
right purchase of a new issue , although some of the writers have 
mentioned the organization of three syndicates to handle large issues 
The purchasing syndicate, according to them, is comparatively a smaller 
group, mainly consisting of the investment bankers of the same 
financial centre or the city where the issue has been underwritten 
The selling syndicate is a much larger group and includes among 
Its participants investment bankers from most of the important 
financial centres of the country This is necessary for ensuring a 
quick and smooth disposal of the issue over a wide area The last 
group, according to these writers, is called a ‘stand by' or a ‘banking 
T.be .wie'simej}} tonkfrs mch'ded .vi this gre>vp .w 
pected to contribute an agreed amount of fund towards the purchase 
price to be paid to the issuer in case the issue fails to move as 
quickly as expected All concerned feel a sense of great relief if 
the occasion to utilize the services of the last group does not arise 
Of course this group receives its share of the margin irrespective 
of the fact whether its services are utilized or not 
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Stantlhy umlertcriting. As explained above, ‘underssritmg’ m 
an outright purchase of an issue includes al! the activities of the 
investment bankers from origination of the issue up to the time of 
the sale of securities covered by the underwriting agreement But 
the term underwriting’ is also used to denote the activities of the 
investment bankers m a restricted sense in which it w'as used ongi- 
nallj An investment banker or a group of them enters into an 
underwriting contract with the issuer as an insurer or as a ‘stand 
by’ if the issue does not sell according to expectations He simpJ) 
guarantees a successful sale of an issue, he does not buy or distri- 
bute the securities This type of work is undertaken m connection 
with ‘rights’ issues of sccuntics to existing shareholders of equity 
securities The risk involved m the case of such an issue is that on 
account of certain unfavourable changes in the prices of securities 
offered to the existing shareholders, the right of purchase may not 
be exercised and the sale of new securities may fall short of the ex- 
pected success and the company might have to face an embarrassing 
situation The investment banker steps in to underwrite the success 
of the issue He enters into a ‘standby’ agreement to take up that 
portion of the issue which remains unsold on account of the failure 
of the existing shareholders to exercise their priority right of pur- 
chase The same type of arrangement may also be made to 
risk involved in the process of converting bonds or preference snares 
into eqmtv shares When the redcmpiion notice is P'cn it mav 
be advantageous to the bondholders to convert their holdings into 
equity But if tn the meantime the prices of the equi^sWres 
decline to a point where redemption for cash may be considered better 
than conversion into equity securities, the bondholders might 
for payment in cash Such a situation is likely to create the problem 
of finding funds to pay for the bonds which have been called 
redemption Insurance against this type of contingency ™Sht oe 
provided by an underwriting agreement with the investment banker 
to provide funds for such securities as mav be presented to the com 
pany for redemption m cash 

Beat Effort Selling, /n this type of arrangement the invest- 
ment banker acts purely as an agent. In an outnght purchase o 

in a standby contract the banker assumes a good deal of nsk,n 

may be called upon to take up the unsold portion of the issue and t 
pay cash for it In the ‘best effort' selling agreement no such ns 
IS involved as the banker makes no commitment to take up t 
unsold portion of the issue The company also has no 
or guarantee that the entire issue wiHbesold and the total tun 
would be made available to it The banker simply gives an und ' 
taking to do its best to sell the issue through his own organi^ i 
or with the help of his assoaates The commission charged 
this type of service will be lower than that payable m , 

purchase or m standby arrangeineni This kind of 
may be made under two opposite tvpe of conditions In the n 
case the company may be almost a super solvent unit and mav - 
sure of obtaining at least ^ort-lerm accommodation under c 
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market conditjons prevailing at the lime by ndoptmi; the alfernatJve 
of arranging a bank loan In the opposite type of case the com- 
pany may be a weak one or it may be requiring funds for a specula- 
tive undertaking like a mining enterprise and as such no investment 
banker of reputation may be prepared to assume the risk of an out- 
right purchase or of entering into a stand by agreement Some 
bankers, however, may be prepared to make best e/Torts to sell the 
issue on a purely commission basts without making any commitment 
to guarantee or insure the sale of entire issue The bankers are 
under no obligation to take up the unsold securities and to provide 
cash 

Underwriting in competitive bidding 

The foregomg discussion is concerned with underwriting proce- 
dure m negotiated fmanemg^ where the issuer and the investment 
banker or a group of them settle the deaf among themselves privately 
But competitive bidding for security issues has also assumed consider- 
able importance It was used in a small way ns early as 1870, but it 
acquired importance and impetus since 1941 on account of conmeti* 
tivB bidding made compulsory by the Securities and Exchange Com- 
mission for all companies, with certain exceptions, which came under 
Its jurisdiction The same rule wa> adopted by the Inter-State 
Commerce Commission a liUlc later The rule applies mainly to 
public utility companies although some of the industrial companies 
follow the rule of their own accord Under this procedure when the 
investment bankers come to know of an issue to be taken up for 
underwriting on the basis of competitive bidding they form them- 
selves into groups each under a group manager The house which 
acts as a group manager occupies the position of an originating 
house The members of each group hold consultations among them- 
selves and the manager prepares the tender Effort is made to offer 
as high a price for the issue as seems to be practicable Just after the 
registration of the new company the necessary papers are sent to 
group mmagers who arc in contact with the company Scaled 
tenders are submitted, which arc opened by the directors of the 
company and the contract is awarded to the highest bidder Afler 
this stage the remaining procedure followed for the disposal of the 
issue is the same as applies to negotiated deals The issue is bought, 
the purchase contract is signed by the group manager and the sale 
of securities is handled m the same way as is done in a negotiated 
deal The system df competitive bidding has been introduced by 
the State and Federal authorities to check the development of mono- 
polistic tendencies in the investment banking business These fears 
of the authorities do not seem to be well founded on account of the 
existence of certain other factors and tendencies which are being 
mentioned briefly m the following discussion 

Direct Sflfe. The roost important development m this direction 
IS the adoption of the ‘direct sale or ‘private placement* method of 
the sole of new securities by an incrcisingly large numberof companies 
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This inethod is prererred b\ certain companies because in the first place 
the inconvenience in connection tnth the renistraticn of the issue -aTj: 
the Secunties and E^chance Commission is avoid'd the iwcntv davs 
waiting penod before selling the issue is also avoided SecondJv 
there are also savings in the costs of underwnlinc and pubhniv 
Thirdlv favourable atmosphere is created for direct sale bv the 
willmcncss of institutional mvestors like the insurance corapani'S 
With v'ast mvestible funds to take up ih- issue sold directlv bv tf* 
issuers This practice has become quite common in connection wth 
the sale of bond issues where bonds for moir than ^0 per cent of li* 
total amount of bonds issued are sold directh Direct sale' are Ifs'^ 
prevalent in preference share issues and are still Jess prevalrai d 
common slock equin share issues Sonetimes the sfmcf> cf the 
investment bankers are milired m arranging direct sales purdv on a 
commission basis The other developments which go against the 
establishment of monopohsiic conditions in the sale of new issues bv 
the investment bankers arc the increasmc use of the retamed carrungs 
bv the companies ihiougb the device of the issue cf bonus shsres 
and the use of rights issues for raising funher cquit' capital from 
the existing «hareholders 

Sale of oulttandtn^ eecttn/tet Jl was pointed out rSTlirr thst 
the pnman function of ibe mvesimeni banking is capital fo'TMboa 
ihiouch the sale of new secunues. Besides this’ ihrv encage ties- 
selves m distnbutmg widelv the large blocks of outstandmg ser-^^ 
heldbv mstituiions like investment coropanies or officers of the 
companies like directors Thev also help in the exchance of ser^«' 
between the corporations at the lime of mergers or m the inn'f ®' pi 
the secunties of a subsidiary companv from the ownership cf ^ 
holding companv to individual investors Thev help the ia'^essti*23 
trusts to replace one ivpe of secumv with another tvpe. ^ 
brokers or dealers on the Stock Exchar<’''« snd offer teebmes] 
and services to their clients. 

Classification of Ini estmeot Bankers 

Fcrmerlv the investment bankers w ere dassified on the basis 

of the class of secunties handled bv ihem. as for example, the banLrT^ 
who were mainlv dealing m bonds were called 'bond houses 

aiit. ■siso -dfiaviSrtrh onlisebavn.t5t«‘i2im 
performed bj them. Those bankers who purchase tie sccun«es_J^ 
selling them to other houses for distnbution to the public am 
‘wholesalers* The banker who purchases the sreunu's on m' o^ 

account and n'k and sells them lo the investors »s celled an ‘tmo 

wnier’ and a ‘distnbutor* both. The bankers who do not belon'' 
the mercfbandizmg group entraged in buving or und'rwminE but w 
usualh sell from the list of Imger houses on the basis of a disco-- 
are known as ‘dealers'. But this tvpe of specialization cf 
giving wav to a general tvpe cf business and most cf the 
bankers undertake all tvpes of actiirUes at all the three Jeve s 
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also act as brokers Under these conditions they are now placed in 
three broad groups on the basis of territory covered or the size of 
business undertaken The big investment banking houses located 
in cities like New York and Chicago, who usually form purchase 
groups to buy large issues for wide distribution on the national level 
and are members of the leading Stock Exchanges are known as 
National Underwriters The second type of bankers who carry 
on their business m major cities, act as originators of small local 
issues or join hands in underwriting the issues of national import- 
ance, are usually called local ‘underwriters In the third category 
those bankers arc included who undertake to sell a part of the major 
security issues purchased by big houses, without assuming the risk 
They are called local dealers' 

The foregoing discussion relates to the typical type of insti- 
tutions engaged m the business of underwriting of new issues m the 
USA These institutions arc called investment bankers The USA 
represents the most highly industrialized society of the world Similar 
conditions are not found m any other pan of the world Conse- 
quently such highly specialized type of institutions are also not 
found elsewhere But similar type of work of dealing m new 
securities is earned on by other types of msiitutions knoivn by other 
names In the United Kingdom similar type of work is undertaken by 
institutions called ‘issue houses' 

The issue houses help the companies m issuing nesv securities 
in a number of ways If the issue to be made is a substantially large 
one say £ 3 million or more, the securities may be sold as a public 
issue by prospectus The issue has to be properly publicized and 
an organization has to be set up to deal with a large number of 
applications and to allocate the amount available among them if the 
issue IS over-subscribed The provision of this type of organiza- 
tion is one of the mam functions of an issuina house A thorough 
investigation of the chances of the financial success of the company, 
reputation of the management etc , is undertaken by the staff of the 
issuing house The best issuing houses are always very careful about 
their own reputation and consequently, however templing the 
commission offered them might be, they are not willing to sponsor 
an issue unless the issuing company is controlled by men of reputa- 
tion and has good prospects of success In a new issue the cost of 
the exploratory and ‘vetting’ woik done by the issue house is a 
substantial part of the total costs incurred by it in arranging the sale 
of such an issue When the financial and other information drawn 
up by the company with the help of accountants, auditors, valuers, 
engineers and other experts and supplied to the issuing house has been 
examined carefully and the results of the investigations are considered 
satisfactory, the issuing house agrees to pilot the issue The usual 
procedure followed by the issuing house is to underwrite the issue 
Itself and then to invite a number of other financial institutions to 
sub-underwntc a part or whole of the issue The underwriter 
and the sub-underwriters undertake, for a commission, to buy the 
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unsold secuijtjes whjch could not be disposed or to the general 
jmesting public The sub-ucdCTwntcrs arc usualh financjal 
institutions like in\estment trusts or insurance companies A good 
list of first class undensTilers IS a saloable part of the goodwill of 
an issuing house of reputation , similarU (o be on the lists of one 
or more first class issuing houses is a good privilege for a financial 
institution Both are rautuall> beneficial to each other Usuallv the 
issues sponsored bv issuing houses of good reputation are full> 
subscribed , the sub-underwniers cam their commis^^ion for the 
nsk assumed bv them and are released from iheir obligation. On 
relativeh rare occasions tbe> mat be obliged to take up a part of 
their share m the issue Under this method the issuing house and 
the sub underwriters have onl\ guaranteed the success of the issue 
for a commission and have agr^ to purchase the unsold shares at 
issue price less commission 

An ahematue method is called an 'offer for sale* In this case 
the issuing house purchases the new securities from the issuing 
compan> and offers them for sale to the public at pnee which is 
sufficientlj higher than that paid to the compani The sale price 
includes the expenses incurred bv the issuing house as well as a 
margin of its profit 

In the ‘offer for sale' the secumies are offered for sale to the 
public But in certain other cares where the sire of the issue is 
between £ I 5 and £ 3 miihon, not considered sufficient to form (he 
basis of a public issue, an issuing house buvs the whole issue out- 
right and then resells it at a higher price to groups of investors like 
the investment trusts and insurance companies The difference 
between the buving and selling prices is sufficient to cover the 
expenses and then leave a reasonable marpn of profit for the nsk 
taken In this case the sale is not to the public but to the groups 
of institutional investors In the case of outnght purchase bunng 
svcdicates mav be formed For outright purchase the term 'undcr- 
wniiDE finn' is also used The functions performed by issuing houses 
in England seem to resemble those performed b^ ongmalmg 

in the United States The general organization and working of English 

undervvTituig and issuing houses appears to be far less elaborate in 
companson to the organization and working of the investment 
hsitiers in Aimria TEs evpnBizsiios is Jndia jjdI even a shadow 
of what IS to be found in the U S A or the U K 

The process of modem mdustnalization began in India as late 
as 1850 and almost up to the tmre of the first World W'ar,(I9I4*I8j 
the long-term finance was usual!) obtained with the help of managing 
agents The mtermcdianes like the investment bankers or the 
issnmg houses did not develop in India till quite recentl) It a^ears 
that the process of undcrw nting of capital issues was iniiiatco in 
India just on the eve of the fir«;t World W'ar. In 1912 Messrs 
Bathwala and Karani (share brokers of Bombav) underwrote a 
capital issue of Rs 50 lakhs made bv the Central India Spinning a 
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Wea\mgCo Ltd , m 1913 ChunmUl S4ra»>.i underwrote a cumula- 
tive prelererce shire i^iue of Tata Mills Ltd Messrs Bat!n\a!aand 
Karam continued to underwrite the new issues during the period 
of the first World War Most of the capital issues underwritten 
involved little risk as they were made by the companies under the 
management of managing agents ot reputation .uid standing The 
amended Companies Act ot 1936 took notice of the underwriting 
activities for the first time when it laid dowTj that it was necessary 
to state m the prospectus of the new company that m the opinion of 
the Directors the financial resources ot the underwriters were 
suJhcicnt to discharge the underwriting obligations 

The first important institution to take up the issue business was 
the Investment Corporation of India Ltd, established by the Tatas 
m 1937 The mam object of this institution was to take up issue and 
underwriting business on scientific lines, to carry on the business of 
an mvesiment trust company and to take up the promotion and 
financing of new industrial concerns In the two important financial 
centres of Bombay and Calcutta a number of nevv institutions known 
as Investment companies and finance houses and companies were 
established to undertake the work of issue and underwriting or sub* 
undervviiting of industrnl <ieiuritics The investment trusts have 
occasionally underwritten new securities but mamly they have been 
interested in sub-underwrmng The number of these institutions 
has increased considerably during the last three or four decades In 
Bombay the Industrial Investment Trust Ltd was started m 1935 by 
Messrs Premchand Roychand Sons, m Calcutta the Birds 
investment Ltd and New India Investment Corporation Ltd were 
started m 1936 (Two other investment trwsiv, viz the Investments 
& Finance Co Ltd and the General Investment Trust Co Ltd 
started by Messrs Bird Co were alrc id> in existence m Calcutta 
at this time ) These institutions were followed bv numerous others 
of the same type “1 Calcutta, Madras and in some centres 

in Northern India 

The stock brokers also begin to play an increasingly important 
role in the business of underwriting of new issues N.imes of 
Messrs Bathwala &. Karani (Bombay), Messrs PI ice. Siddons 
& Gough, and Messrs Reed Ward 5. Co (Calcutta), Messrs 
Wright & Co Messrs Kothan Sons and Messrs Newtorv &. Co 
(\ladras) deserve special mention in this connection 

A few commercial banks also showed some mterevt in under- 
writing business The names of Central Bank of Indn Ltd .ind 
Devakaran Nanjee Banking Corporation Ltd may be mentioned in 
this connection 

Since the establishment of natioml government m 1946, a 
number of state, scmi-si.iie or private financial Institutions like the 
National Industrnl Development Corporation, the Industrial Finance 
Corporation of India, the lodustnal Credit A. Investment Corpora- 
tion and the Life Insurance Corporation have come to be established 
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They are all strong financial institutions but their mam business is to 
provide long term loans to the industnal companies The companies 
borrow substantial amounts from these institutions on a long term 
basis The Industnal Finance Corporation, the Industnal Credit and 
Investment Corporation and the Life Insurance Corporation also 
undertake a considerable amount of undcrwntmg business Besides 
the purchase of the shares and debentures of the companies, the 
activities of these institutions have given a great impetus to the 
growth and development of undent riting of industrial securities in 
India and some details of the business undertaken by them are given 
m the next chapter (‘The Indian Capital Market ) The methods of 
sale of securities have also been discussed in the same chapter 

Services rendered fay inv estment bankers, issuing bouses and 

underwriters to the companies and to the investors 

The various types of msijtutiODS engaged in the business of 
underwriting occupy the same position in the sphere of company 
finance between the companies which require funds for carrying on 
their activities and the savers and investors who provide these funds, 
as the merchant agent and mtddlemeooampy in trade and commerce 
They have to build op a reputation for fair and honest dealings useful 
to companies and investors to win the confidence of both the parties 
They have to help the companies in securing the required amount of 
finance on cheapest possible terms and in this process they have al«o 
to help the investors in acquiring a good and sound security likely to 
give them best possible returns under the existing market conditions 
Underwriters of good reputation are able 10 accomplish the twofold 
task 

(1) The handling of a new issue, espcaally a large one, from 
its very origin up to its final successful distnbution requires the 
setting up of an elaborate and speaalizcd organization comprising 
people possessing specialized knowledge and skill to conduct busmen 
in the capital market For the companies long term financing with 
new issues is an infrequent occuirence and may take place onlv after 
long intervals To set uo a specialized organization for handling 
new issues may be a verv cosily and uneconomic business for the 
companies But the handling of new issues is a routme affair for 
the underwriters , they possess the necessary speaa! tvpe of organi 
zation and are therefore in a position to accomplish the task oi 
distribution of secunties very cheaply 

(2) The specialized type of selling organization consisting of 
their associates brokers and dealers is m a much better position to 
gne the new securities the most salisfactorv market,'and widest disin 
bution at best possible prices 

(3) The jnderwnters take upon ihcmsehes the responsibility 

of making the agreed amount of funds available to the companv at 

an agreed date or time and thus eliminate the element of uncertainty 
and risk inherent in slow disposal or partial failure of the nev» issue 
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And in those cases where the issue is succcssfidly distributed in a 
wide circle of good investors a potential warlcet for the subsequent 
issues of the company is created which may prove to be helpful and 
advantageous both to the company and the investors 

(4) Usually the people included in the top management of 
companies are very well informed on financial matters but the under 
writers are in more close and intimate touch with the capital market 
and are in a position to reduce to the minimum and reconcile the 
differences between the needs of the company and the requirements 
of the market — what the company wants to offer and what the mar 
ket IS in a mood to accept This reconciliation is brought about by 
advising the company to select a right type of security and to offer 
It to the market at the right time (n the case of credit securities 
like the bonds and debentures the form of protective provisions the 
arrangements for repayment, the sale price and the rate of interest 
are properly adjusted to the best advantage of the company and to 
meet the requirements of the market All these adjustments are 
essential to ensure the success of the new issue 

(5) In order to safeguard their own self interest the under 
writers have to earn the goodwill of the financial community This 
enhances their prestige which becomes a very valuable asset in en 
suring a successful sale of the securities sponsored by them Included 
among their clients are a number of institutional investors like the 
investment trusts and insurance companies On the whole they are 
skilful and well informed buyers But majority of the individual 
investors are only moderately informed Their goodwill is secured 
by selling to them the type of securities which prove to be sound and 
which give the investors good and steady returns 

To safeguard the interests of investors as well as to avoid 
the chances of financial loss to themselves the underwriters get 
the financial position of the issuing toinpany thoroughly examined 
by their own independent experts before they underwrite the 
issue The security to be underwritten is also thoroughly examined 
by legal experts from the pomt of view of protective provisions and 
the legal requirements It is really the exercise of these checks which 
gives weight and prestige to the new securities sponsored by reputed 
houses of underwriters Investment advice is also given to the 
client investors with regard to the type of securities to be purchased 
This advice may be good but it may be poor also when it is coloured 
on account of the selfish motive of the underwriter in pushing the 
sale of a particular security 

(6) One of the very valuable services performed by the under 
writers is the maintenance of the market for the security after its 
floatation Usually they accept these securities only for the purpose 
of underwriting which are of a suitable size to provide a good mar- 
ket for them Small issues arc not able to satisfy this condition 

'The cost of selling small issues is also proportionately higher After 
the floatation the underwriters take proper care to see that such large 
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blocks of the secunt) are not placed on the market in a short period 
of time, \Khich may depress the price of the secunt> The main- 
tenance of the market is in the best interests of all concerned— the 
in\estors, the company as ucll as the underwriters themselves 

The entire discussion m this chapter leads us to the conclusion 
that the development of underwnting agencies is one of the essentials 
of healthv industrial development of a country In India we have 
just made a modest beginning and the country has to go a long way 
before it can hope to enjoy the benefits of a good underwriting 
organization 



11 


The Indian Capital Market 


The capital market rs the market wherefrom productive 
capital IS raised and made available for industrial purposes It 
refers to the rnarket for the permanent forms of investment such as 
shares and stocks, bonds and debentures and mortgages 

The entire financial field or investment market* may be divided 
into two broad groups (a) the capital market, and (b) the money 
market The former refers to long term financing and the latter to 
short term lending The constituents of the foimer are the long- 
term financing agencies like the industrial and mortgage banks, the 
industrial finance corporations, the investment trust, the issuing 
houses, the company promoters, and the slock brokers, etc , while 
those of the latter are the commercial banks, the indigenous bankers, 
the private money lenders and the co operative credit institutions, etc 
The capital market has nothing to do with capital goods , it is 
concerned with raising of money capital The commodity that is 
dealt within the capital market is long term money, that is, money 
which IS either lent for long periods or is invested more or less 
perpetually 

Tbe Capital Market aod the Money Market 

A business enterprise requires money for two purposes (i) for 
the purchase of capital equipment and other fixed assets, and (ii) for 
the bolding of stocks of raw materials end finished goods and also 
for making payment of wages, etc Tbe former requirement is 
referred to as fixed capital or long term capital, and the market for 


> The investment market, in its broadest sense, indudes any form of commitment 
into which savings may flow It would incite oot only the slocks and bonds 
of business, the mortgages and equities m real estate and the debt of Govern- 
ments but also bank deposits money, and even such things as jewels and 
postage stamp collections that have been acquired as a store of value 
Conventional discussion is usually hoiKed, hosvever to those forms of 
properly that produce a money income (Ralph Eastman Badger and Harry 
Q Guthmaim, Ini’esimeni Prlnctples out I’metteet, 1959, p 17) 
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the proMsion of Ions term funds IS the capital tnarhel. The mariei 
for short term inone> is called theinone> marhet 

Ba^calh the capita! market is similar to commodlt^ market 
(J) Like a commoditi market lb* capital market has vanous source« 
of supplv^ and demand and these sources of supph and demand are 
^a^able rather than static The sanations in the supplv and 
demand are how e\ er. cjclical rather than seasonal as in the ca<;e 
of mones market (2) Secondls just as the price is the heart of a 
commoditv market so also the pnee for the use of mones (it 
the rate of interest) IS the heart of the capital market (3) Thirdlv as 
in the case of commodities there is no smcle perfect capital market 
also Thouch monev is ihe most standardized commodift the 
capital market is not a compl'ieK homoften-ous one There are 
different capital markets like different commodits markets operatin'* 
all over the coumrs \iz. the nurkei for go\ ernment secunti-s for 
indusjnal secunties for debentures for lone term acnruhural credit 
etc (4) ConsequemK the rate of interest sancs in different capital 
markets accordme to reoiona! or cyclical sanations m the d-mand 
and suppli of capita! and ibcrc is no such thicc as a smcle rate cf 
interest for the countrs as a whole (5) Likea commodiis market 
the market for capital is al«io not alwass contoed to the political 
botindrv cf a countrs In the case of capital also mosements across 
the border occur thouch such mosements are sub;ea to mass 
restnctions like those of commoditv imports and exports (6) Lasth, 
as tn the case of commodities an elaborate marketing orsantzation. 
compnsmg vanous intermedianes is required lo transfer funds front 
the savers to those who require them for investment These tnltr 
tnediares are the issum** and underwriting acennes finance and 
stock brokers and institutional as'enoes such as Life Insurance 
Corporations 


However the ph>sical part of the m 3 Ty.etiBS cr^amz^lioa is 
different from that of other commodities. There arc no problems 
of warcbousm'* phvsical teslinc of quahtv cradiiiE and transport 
etc Also unlike commodities which arc consumed awav, there 
IS <;econdan tradrac ah the time in the securities (shares and 
debentures) which arc issued bv those receninc the funds from 
investors 


Thouch as alreadv mentioned, the capital market includes ah 
forms of permanent mv estmctHS such as shares and stock, bonus and 

debentures and moricages \rt m practice it is usual to comhc ii to 
the secuniies market viz., the market for shares stock bonds Md 
debentures etc Secondlv rt is also customarv to limit it to the 
nmate sector of the indusin wherefrom Sows the roonev ^vipplv 
for this sector and ostcnsiblv It excludes the demand for capital for 
ibepubhclSor It IS considered essenUalh an msiiluPon of a 
free economv 


corporatiras and of Governments- 
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Importance Although India has embarked upon the estab- 
lishment of a socialistic society, the subject IS of considerable impor- 
tante to us Firstly, the precise nature of the socialist society of 
our own conception is not yet quite clear Secondly, it will take 
time before we are in a position to acquire our ideal of socialistic 
_?ociety The private sector in India has played a prominent part 
in the reconstruction of the country during the period of the first 
three Plans and is likely to play such a role m the Fourth and 
subsequent Plans also In any case, it has a considerable scope for 
Its expansion 

The capital market perfonns several important functions in the 
process of economic development The two primary functions are 
(i) promotion of savings and investment , and (ii) efficient allocation 
of funds among competing users 

The major determinant of aggregate savings js, of course, 
national income, but the provision of certain incentives for invest- 
ment can enhance total savings out of a given level of national in- 
come The capital market provides such incentnes by creating 
a variety of financial assets and by ensuring iheir Iiguldiiy and market- 
abtllty It can thus help increase ihe propensity to sa\e 

In the process of growth, the capacity to save, of certain 
classes of people and institutions, increases and they have varied 
asset preferences Their preferences also change from time to time 
The needs of entrepreneurs who actually use the savings for pro 
ductive purposes are also varied The capital market satisfies the 
'tastes' of savers and needs of Miestors through its financial instru- 
ments and institutions 

In the First Plan period, out of a total investment of about 
Rs 3360 crores, investment m the private sector amounted to 
Rs 1800 crores or about 54% of the total In the Second Plan, out 
of a total estimated investment of Rs 6750 crores, the share of the 
private sector was estimated at Rs 3100 crores or about 46'’o The 
Third Five Year Plan envisaged total investment of Rs 10,400 
crores, of which Rs 4100 crores was anticipated to be invested in the 
private sector Thus, though the share of government m total 
investment may rise, the magnitude of investment elTori in the private 
sector will be considerable 

Sources of Supply 

The supply in the capital market comes from savings These 
.savings may accrue from the following sources (a) individuals, 
(b) business corporations, (c) governments, (d) foreign countries, 
(e) bank credit, (0 provident funds, (g) financial institutions, etc 

ItidiMilml Stt\in$s The individual savings constitute by far the 
largest source of capital, particularly in respect of equity capital, 
though one would notice the growing importance of institutional 
media in India and elsewhere m the world m recent years Individual 
savings find their way to bank deposits, small savings schemes of the 
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Postal Department or the Go\crnment Treasury, the Prize Bonds of 
Go\emment of India, the Zammdari Bonds of the State Gosem- 
ments, the life insurance poliaes, and the industrial securities, 'etc 
A part of the indiiidual savings is d{rectl> invested in housing, 
automobiles, ornaments, and household equipment, etc Individual 
savings in this country averaccd at Rs 495 7 per annum dunng the 
First Plan period, at Rs 762 4 dunng the Second Plan period and 
at Rs 833 9 during the first two >ears of the Third Plan Nearlv 
three fourths of the savings come from individuals in the countrv 
The eave with which industrial sccuniics and government or semi- 
government loans have been floated in recent > ears goes to prove a 
nsing trend of individual savings in this countrv also Important 
incentives to save ma> be stated bneflj They are 

(i) Provision for emergencies like illness, accidents, unemplov- 
ment, etc 

(ii) Accumulations for expenditure requiring a large outla), 
VIZ., vacation, travel and purchase of large items, such as 

a house, an automobile, etc 

(ill) The desire for the independence and financial opportuni- 
ties associated with owning a business (le, small or 
medium sized units owned bv one or averv few indivi- 
duals) 

(iv) Desire for investment income. 

(v) Provision for retirement or old age 

Corporate Sax mgs Where a part of the income of a business is 
left in the business and remveslcd, the result is a saving just as trulj 
as if such income w ere paid out to the owner stockholders and then 
reinvested from iheir personal incomes Such business savmgs are 
an important source of funds m India and elsewhere According to 
a study of the Resen c Bank of India, the retained proSts averaged 
39% of the net profits of 750 companies dunng 1951-55* But a 
recent stud> of 1333 companies shows that rctamed profits during 
1961-64 formed a small percentage of 20 of total profits and were 
only 18 8^0 m the jear 1963-64 

Goternment Saungs Very often the Government is thought 

of onl> as a source of demand for investment of funds, but govern 

mental units also affect the suppl> b\ iheic savmcs that result 
retirement of previously issued debt 3\hcn a govemmenmi toov 
has a budeetarj surplus and retires its debt, the resulting shnnkage 

in the suppiv of investments may bethought of as a negative fa^r 

on the demand side reducing the net figures rather than as an adoi . 

tion to the supply of available funds 

The Government provides some financial assistance to w 

through subscription to ordmaiy and 

debentures and also through direct loans, though on e 


I See head ‘Se3f finannug*, diapier 8 (p. iSS). 
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assistance of this sort is marginal m character except in regard to 
shipping and small-scale industries where it is substantial 

Provident Funds Provident Fund is a compulsory saving 
primarily as a provision for retirement, but is largely drawn upon 
in many cases for construction of bouses It is becoming a very 
important medium of saving, but it is mostly invested in government 
securities, government small savings and other trustee securities 

Foreign Counrncj Foreign capita! in the form of shares, 
debentures and loans or deferred accommodation has shown a grow- 
ing importance during the period of our Five Year Plans The 
World Bank has contributed substantial amounts especially to the 
steel industry The USA West Germany, Canada, Great Britain 
and Japan have rendered varied types of assistance to this country 
m recent years 

Sank Credit Some people believe that bank credit creates 
investments to a certain extent and is thus a source of capital to 
industry indirectly The commercial banking system, if supplied 
with sufficient free cash reserves, can originate a credit supply 

Financial Insutuuons A large number of financial institutions 
have sprung up in the post war period which bring a substantial 
amount of capital to the capital market m this country Though 
these institutions are simply a secondary source of finance, they 
are growing m importance as an intermediary between the savers 
and the actual users increasing thereby the supply of capital m the 
market The important ones among them are the Industrial Finance 
Corporation of India, State Finance Corporations the Industrial 
Development Bank of India, the National Industrial Development 
Corporation, the Industrial Credit and Investment Corporation of 
India the Unit Trust of India and the National Small Industries 
Corporation 
Source of Demand 

The largest part of the demand for capital comes from the 
industrial sector and predominantly from the manufacturing group 
We in India have two distinct sectors of the industry, the public 
sector and the private sector The demand of the private sector is 
fully met from the capital market, while that of the public sector 
from the State exchequer (hough government has also to rely for 
part of Its demand on the capital market Governments (Central 
or State) in this country have borrowed exlcnsiscly in recent years 
for development purposes The governments have been investing 
not only on such economic overheads as transport, irrigation and 
power development, but on basic and sometimes even consumer 
goods industries Agriculture in India is not much of a source of 
demand for capital In view of the small scale of agricultural opera- 
tions, the demand for capital is met largely from the unorganized 
sector (i e , individuals and money-lenders) In countries like USA, 
Britain and other advanced countries of the West there is little scope 
for further investment of capitil at home Consequently a large 
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part of the demand comes from undesetoped counlnes of Asia and 
Africa 


Constituents of Capital ^larltet 


The marketing organization of a capital market consists of 
\arious intermediaries responsible for the transfer of funds from 
those ssho sa\c to those l^ho require them for investment These 
intermediaries bnng together the borrottcrs and the investors, that 
is, the companies that issue capital and the persons desirous of pur- 
chasing capital so issued There are two important operations 
earned on in the capital market (a) the raising of new capital 
and (b) trading in the securities a!rcad> issued bv companies The 
intermediaries which perform these twin functions are the consti 
luents of the capital market The efficiency of a capital market 
depends Iargel> on the specialization attained bv these inter- 
mediaries In western countnes, there IS considerable specialization 
to attend to the different stages in the formation of an epterpn^ and 
raising of capital namelv, promotion, issuing, undenvnting and 
distribution of securities There are fssve Houses in the U fw and 
Jmesiment Banks in the U S A serving as specialized agencies for the 
promotion of new enterprises Besidcs,lhere are the vendors, promoters, 
managing directors, vndensrmng agencies, finance and stock brokers 
zn^ institutional agencies s\ichz% life insurance companies, imestment 
trusts and finance corporations, etc In India, such specialized agenaes 
do not exist for the promotion of new companies, issue and unde^ 
writing of shares One important reason of the absence of such 
specialized agencies m India is the small volume of imcsiment 
actnit) that characterized the Indian econom> until recenth Even 
a more important reason than the above »s the existence in India of 
a unique institution, namelv, the managing agenc) svstem, serving 
as a multipurpose organization for promoting an cnierprist, for 
raising capital and also for managing >t Conservative traditions 
of the commercial banking svstem, absence of private banking 
houses and poor development of institutions like investment trusts 
arc other reasons for the backward organization of our capital 
market 


The situation is now improving vvith the expansion of invest- 
ment activity, awakening of investment consciousness among tne 
people and coming into existence of several specialized financial 
institutions Thus the imporfanl constituents of the Indian 
market todav are (i) Managing aeents, lu) Commeroal ^2° • 
(ill) Special finanaal institutions, viz., (a) the IndustnaJ y”®”. 
Corporation of India, (b) State Financial Corporations (c| 
National Industnal Development Corporation, (d) 

Credit and Investment Corporation of India, (e) Industnal U ^ 
ment Bank of India, (f) the National Small Industnes 
tion. (e) the Unit Trust of India, (h) the Ufe Insurance Corporation, 
and (i\) the Stock Exchanges 
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Operations of the Capital Market 

There are two important operations performed by the capital 
market 

(a) Raising of new capital in the form of shares and deben- 
tures , and 

(b) Trading in securities already issued by companies 

According to the data collected by the Reserve Bank of India,* 

the total capital raised by all non-Government companies through 
shares {other than bonus issues) and debentures against consents as 
well as under the exemption order m three years and nine months 
(January 1957 to September 1960) amounted to an average of Rs 64 
crores a year Simitar capital issues during the four year period 
ending March 1965 (1961-64) amounted to Rs 98 4 crores a year 

As regards the type of issues, of the total capital raised, 28'’o 
were m respect of initial (ssues of shares 0 c , issues of new com- 
panies), 57'’p in respect of further issues of shares (ic issues by 
existing companies) and 15®o in respect of debentures (the percentage 
share of shares and debentures being 85 and 15 respectively) during 
the period 1957-60, the corresponding percentages for the later 
period being shares (initial) 37, shares (further) 43 and deben- 
tures 20 

As regards the type of security through which the total capital 
was raised, 76"o was raised through ordinary shares in both the 
periods Debentures accounted for about 15’o and preference 
shares for 9 during the former period and 20"<, and 4' „ during the 
latter period 

There are 7 recognized stock exchanges in the country trading 
m securities of various types, viz . Bombay. Ahmedabad Madras. 
Calcutta, Hyderabad, New Delhi and Indore Besides there are a 
few other un-recognized slock exchanges also functioning in the 
country which afford facilities for the sale and purchase of indus- 
trial securities A detailed discussion is given at the end of this 
chapter 

(a) New Capital Issues 

I Metlioda of FluniaUan There are four different ways in 
which new issues are floated m the capital market, viz , (i) prospectus 
method, (u) offer for sale, (m) private placing and introduction, and 
(iv) offer by circular to shareholders popularly known as the ‘rights 
issues’ The relative importance of these four methods depends on 
the nature of organization of the capital market concerned 

(i) Prospectus Method The prospectus is the document 
whereby the public is invited to subswibe for shares or debentures 
of a company It is the most widely practised method m India The 
promoters include m the prospectus details of the proposed venture 

* Reserve Bank of India Bulletin, Vol XV, No 2 (Feb 1961), pp. 165-86 
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and mvite subscriptions from the general public on the basis of the 
terms and conditions contained therein This enables them to 
approach a wide range of prospective shareholders ; but since 
prospective investors in a new company cannot be expected to 
possess a special knowledge of the venture, and ha\e to base their 
decision primarily on the information in the prospectus, it is neces* 
sarj to ensure that fraudulent promoters do not mislead them bj 
giving msufficient or false information in the prospectus The 
Indian Companies Act requires the promoters and others responsible 
for the issue of the prospectus to disclose exhaustive information 
in the prospectus, a copy of which has to be filed with the Registrar 
of Joint Stock Companies The Act also throws heavy responsibilit) 
on promoters or directors issuing the prospectus and holds them 
liable for any false, misleading, ambiguous, fraudulent or deceptive 
statements made in the prospectus The subscribers get four clear 
days for the stud> of the prospectus before applying for the shares 
or securities of a company since no allotment is allowed before the 
5th day from the date of the issue of the prospectus 

(ii) Ojffer for Sale It is an indirect offer for sale to the 
public, not by the issuing company, but by an intermediary The 
company, in the first instance, allots the whole or a large part of 
the shares to issue houses, sharebrokers, banks or other institutions or 
financiers who in their own turn offer them for sale to the public at 
a definite price This method is common m the U K , but not m 
India In this case also, particulars have to be provided m the 
same way as in the prospectus method This method is popular 
because it saves the company from all botheration and reduces the 
cost and trouble involved in marketing new issues 


(ill) Placing of Shares The third method involves the 
placing of new issues privately with certain institutional investors 
followed by an application to the stock exchange for permission to 
list the Security for transactions with a view to distributing them to 
the individual investors The prospective shareholders can gauge 
the soundness of the new issue from the status of the institutional 
investors with whom the securities are originally placed Two alter- 
natives are open to the company concerned Firstly, the company ma> 
arrange with an issue house or broker for the purchase by it 
Its securities and the issue bouse or broker 

his clients who are a few selected firms, companies and insutution 

Secondly, the issue house may not purc'hase fne sVares 
company but may merely agree to act as agent to place the sccuriti« 
with Its clients The issue house in this case mainly 
for the disposal of the securities for a commission which it 
privately instead of by a general public offer 

This method is cheaper than the prospectus 
involves very little m the way of promotion expenses 

are possibilities of the method being utilized to the disadv - . 

prospective investors by unscrupulous 

the total number of shares is known, the amount of shares y 
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the institutional investors and those which are in the market cannot 
be separately ascertained, thus providmg opportunity for the creation 
of artificial scarcity, manipulation and slagging It is for this reason 
that the London Stock Exchange has looked with disfavour upon 
private placing and introduction The Bombay Stock Exchange 
tried to minimize the scope for such practices by insisting on at least 
50% of the new issues for which listing was sought being kept open 
for public subscription for at least three days, before proceeding to 
allot them to institutional investors Under rule 19 (2) (b) of the 
Securities Contracts (Regulation) Rules, 1957. at least 49''o of the 
issued capital has to be olTeted to the public for subscription in the 
first instance, if a company is to be eligible for an official quotation 
on the stock exchanges recognized by Oovernment under the 
Securities Contracts (Regulation) Act, 1956 When, however, there 
IS participation by Government or foreign collaborators, their con- 
tribution IS deducted from the total issued capital and public subs- 
cription has to be invited for at least 49*^0 of the balance Asa 
result of this requirement, the general practice has grown up for 
new companies to mvite the public to subscribe for at least 49% of 
their capital by the issue of a prospectus and the balance is placed 
privately amongst friends and associates or with institutional 
investors or with or through stock brokers amongst ibeir clients 
This procedure works satisfactorily on the whole Private placing 
enables companies to make certain of obtaining n not significant 
portion of the finances needed by them and on ihe other hand public 
offering safeguards of the interests of investors who have an opportu- 
nity of participating in all important issues 

(fv) Rtg/iM /ijuc—Ofler by circular to shareholders is 
possible only in the case of an additional issue of capital made by an 
existing company and not m the case of a new company The 
Indian Companies Act requires every company any time subsequent 
to the first allotment of shares to olTcr the new shares to existing 
shareholders in proportion to their existing holdings The offer is 
made generally at a price which is lower than the value of the shares 
in the market. Rcnounceabic allotment letters may be issued to the 
existing shareholders and the shares will be allotted by the company 
either to the existing members if they apply or to the purchasers 
from them in whose favour the rights have been renounced This 
IS called the ‘Rights Issue' A 'rights issue’ is different from a 
bonus issue A bonus issue does not raise any new capital It 
merely increases the nominal amount of the issued share capital by 
the company utilizing Us undistributed profits m paying up for the 
new shares At times, it is provided that the portion of the new 
issue not taken up by the shareholders or their nominees would be 
olTcrcd for public subscnplion and m such cases a prospectus is 
simultaneously issued inviting the general public to apply for the 
shares 

(v) Comcrsioii Issue In addition to these four well known 
methods, there is a fifth one termed as the ‘Conversion Issue* A 
company sometimes offers to ns debentureholdcrs, the right to 
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comert them into ordinar> shares in lieu of redemption This is 
called the ‘Con\ersion Issue’ 

2 Vndertrriung The promoters of a compan\ are naturalh 
anxious about the success of the issue of capital on which depends 
the future of the \enture Generallj, e\en before an issue is made 
public, the promoters ssill ha\e done some cansassmg among friends, 
relatives and business associates, etc , for the purchase of shares and 
it IS customary to mention at the tunc of issue that specified number 
of shares will be allotted to friends and associates, the balance being 
available for public subscription In respect of the shares offered to 
the public, a device is available to the promoters to ensure success of 
the issue This device is underwntinc The underwriters, in return 
for a consideration, undertake to purchase the shares not taken up 
by the public Thus, undervvnting is a method b> which a com- 
pany ensures that the whole of the issue or at least a part of it to 
cover the amount of minimum subscription is taken up 

A company maj have very bright prospects of the success of 
an issue but some events may intervene as a result of which ail^hca- 
tions from the public may not materialize to the extent expected, 
For instance, political or other unpredictable events may throw out 
of gear the capital market Unfavourable and uncharitable news 
paper comments may be made against the company issume the 
shares Or it may be that at the same time a verv attractive floata- 
tion IS made by some other company Failure of the issue owing to 
such unforeseen causes will mean in the ease of a new company that 
It cannot allot its shares as even the minimum subscription may ool 
be subsenbed and m the case of an existing company wanting to 
expand, its creditworthiness will be seriously jeopardized To 
guard against such a contingency, steps are invariably taken by 
companies to enter into an underwntmg contract Ordinarily the 
expectation is that the very fact that an issue is underwritten, carries 
with it a confidence for the investor and the secuntics should sell 
easily, particularly where the underwriter is a reputed firm or insti 
tution However, the underwriters have to lake up the balance not 
taken up by the public 

Unlike the U K and the USA, there are no specialized 
agencies of underwriters m India Firms of stock brokers, a few of 
the larger scheduled banks, insurance companies, two or three invest- 
ment trusts and some individual financiers parucipated m under- 
writing business on an ad hoc basis till before 1955, and cases 
undervvrituig of capital issues occurred only sporadicallv 
was no institution doing regular business of underwriting , 
writing operations were undertaken by a few big firms of stock bro- 
kers as a side line to their main business of brokerage, iheir activiti« 
being pronounced during the penods of stock market 

study by Mr R C Cooper of 40 issues underwritten dunng iv^ 

revealed that nearly half of them were underwritten by stock bro e 

During the vvar and early postwar years, underwriting in 
India was also subject to certain abuses In some cases, un c - 
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writing was not done m the teal sense of the term of accepting the 
liability for taking up the unsubscribed part of shares but it «as 
merely a device to pay commission to some parties on the issue of 
capital But things have changed m recent years and suitable 
provisions have been made in the Indian Companies Act to prevent 
malpractices in underwriting The most important event in this 
field has been the setting up of the Industrial Credit and Invest- 
ment Corporation of India Ltd (January 19S5), the Unit Trust of 
India (February 1964) and the Industrial Development Bank of India 
(July 1964) Since then some progress has been possible in the orga 
nization of underwriting facilities for corporate issues of capital 
Now, apart from banks and brokers, undcrsvntmg operations are 
carried on by the Life Insurance Corporation of India, UTI, 
ICICI, the Industrial Finance Corporation of India, IDBl 
and many other institutions Mr L C Gupta made a detailed study 
of all the corporate issues advertised in The Times of India, Bombay 
during the period from January 1951 io June 1959 The study was 
confined to the underwriting of public issues only and ‘rights’ issues 
were excluded The study, which was published in the Annual 
Number of Commerce in Dec 1959, revealed that the amount under- 
written during the period from January 1951 to December 1954 was 
only 5 of the amount actually offered for public subscription, but 
that the amount underwritten during the period January 1955 to 
June 1959 was 38 9% of the amount offered This improvement 
during the period 1955 — 59 was ascribed to two important develop- 
ments firstly, the setting up of the ICICI m January 1955, 
and secondly, the increased interest taken by banks and other agencies 
m underwriting operations as a result of a belter climate m the field 
of investment 

The study disclosed Xbzi commercial banks os a group emerged 
as the most important unden^nters accounting for 39% of the total 
amount underwritten during January I9S5 to June 1959 ‘ Considered 
singly, /loiveier, the ICICI was the most important undernniing 
msti/ution accounting for 35 6% of the total amount underwritten 
Thus, the banks and ICICI together underwrote nearly 75°< 
of the total amount underwritten and the balance of 25'‘o was shared 
by stock brokers (6 l°o). insurance companies (including L 1 C , 

5 S^o.), investment companies (6 3‘’o), the 1 F C (3 4°o) and others 
(3 7%) 

According to the Reserve Bank of India, the percentage share 
of different financial inslilutions in underwriting new capita] issues 
in recent years is given below* 


I The banks which participated ni these underwriting operations were the 
Central Bank, the Union Bank the Baroda Bank, the United Commercial 
Bank and the United Bank of tndn 
- Reset! e Bank Bulletin, June t964 
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Institution 

1960 

mi 

1962 

1963 

Total 
(1960 63) 

Brokers 

22 4 

38 3 

^22 6 

31 0 

28 1 

Lie 

n 2 

11 7 

33 1 

14 6 

20 4 

Banks 

37 8 

1)3 

15 6 

170 

187 

ICICI 

122 

37 

9 3 

9 6 

85 

IFC 

26 

86 

92 

98 

8 1 

SFCs 

1 3 

129 

1 5 

10 1 

60 

Investment Cos 

97 

52 

30 

1 8 

44 

Others 

28 

83 

57 

6 1 

58 

Total 

100 0 

100 0 

100 0 

100 0 

1000 


The establishment of the Industnal Development Bank of India 
(Julv 1964) and the Unit Trust of India (Februar) 1964) has changed 
the situation since both of them have emerged as ver> important 
undenvTiters The relative share of different undenvriters during 
the calender >ear 1965 was as follows 


UnderM riier 

! Life Insurance Corporation of India 

2 Unit Trust of India 

3 icrcr 

4 IFC 

5 IDBI 

6 S F Cs and State Industnal Dev Corpus 
• 7 Banks 

S Brokers investment and insurance companies 


“ , Share 
23 81 
1501 

12 2 J-68 7 \ 
1101 
6 7J 
74 
20 
21'9 

100 

The first five institutions accounted for more than two thirds 
(68 7'’o) underwnimg business 

The Industrial Credit and Jniestment Corporation of India is the 
most important single undcrwnting institution, because it 
largelv for the needs of equit> capital and because it makes under- 
writing of capital issues an important part (about 22®ol 
financial activities as against those of IDBI (lI®o) 2 nd of Lr C 
(7%) only More than one fifth of its operations and over 40 « o 
the investments relate to underwntinz 

The Life Insurance Corporation of India is a great poicn^ 
underwriting institution, but its operations are greatlv 
b> Its investment poI(C5 which it has to fit into ihefrairewor 
industrial investment under section 27 A of the 
Moreover, the emphasis is usuallv on underwriting oJ ceoe 
and loans and of preference shares UnderwntiDS o o D 
shares occupies a rather unimportant place u 

writing commitments are gcncralh restricted to such * 
to such amounts as it may itself be prepared to hold as a pe 





The Indian Capital Market 229 

or quasi-pcrmancnt investment In majority of cases the securities 
underwritten by it arc subscribed by it without being offered to 
the public This, in fact, IS not underwriting m the true sense of 
the word Still since 19^ 65, it has emerged as the largest single 
underwriting institution 

Although underwriting was one of the authorized businesses 
of the Industrial Finance Corporation of India under the provisions 
of the Act bringing it into existence, but no underwriting was 
done by it for almost ten years It has now entered the field, no 
doubt, but its underwriting operations form only a small proportion 
(7%) of financial assistance 

Thus, it will be observed that in spite of recent growth and 
improvements, underwriting of capital issues in India has not yet 
developed into a well organized system It still remains in its infancy. 
One important drawback of Indian underwriting is that the avail- 
able facilities are much less adequate for the issues of equity 
capital than for issues of preference shares and debentures The 
study of Mr M L Gupta referred to above showed that only 
21 9% of the amount of equity capital offered for public subscription 
was underwritten as compared with 53 6% m the case of preference 
shares and 55 8% m the case of debentures The percentage of 
equity issues underwritten would have been even lower but for the 
fjct that n large part of It is usually agreed lo be subscribed pri- 
vately by promoters, directors and friends, only the balance being 
offered for public subscription The far too inadequate facilities for 
the underwriting of equity issues hit the new companies more 
severely than the established ones, the latter being in a much better 
position to issue senior securities (i e , preference shares and deben- 
tures) than the former Even where an established company decides 
to issue further equity capital, this »$ very often taken up by the 
existing shareholders who have a preemptive right and the need to 
make public issue docs not often arise This is the reason why the 
proportion of underwritten equity capital is much higher in the issues 
of new companies than in those of established ones, the percentage 
being 83 and 35, respectively 

Secondly, it may be noted that very few of the institutions 
other than ICICI arc responsible for underwriting as much as 
81 4% of the total amount of equity capita! issued The commercial 
banks. It appears, would not touch It The only case where a bank 
had underwritten a very small equity issue was one where both 
the capital and the dividend had been guaranteed by a foreign 
company insurance institutions (including the L I C ) too shov, 
very little interest here No equity issue was underwritten by the 
stock brokers according lo the study referred to above, except where 
they might have acted as sub-underwriters The IFC has 
recently entered into the underwriting of equity issues As regards 
investment trusts and finance companies, most of them are of a 
small size and their importance as underwriters is very little at 
present. The only one worth mentioning is the Investment Cor- 
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poration started b> Tatas m 1939 which has mterc^tcd lUelf in the 
underviTiting of equitj issues 

A peculiar feature and a \«\ great wealness of cnden'iTiling 
in India is that m most ca«-cs each underwriting agenev acts in 
isolation from others in contrast to the s^ stem of working m sjndi 
cates in western countnes The usual s%stem m India is that a 
single underwriter generalh lakes up the entire issue without eim 
the aid of sub-underwriters There base of course, been cases 
where two or more underwriters base joined hands m a <mgle issue, 
but the number of such cases is rather small The absence of 
mutual co-operation among underwriters in India mas be attributed 
to the absence till \er> recenils of an institution which could 
command the confidence of other institutions and act as the leader 
of an underwriting group Recenih however the situation seems 
to hav e chanced for the better as the ICICI, LIC andLFC 
have co-operated With each other m a number of ca«cs inunder- 
wntmg individual issues 

The (Shroff) Committee on Fmance for the Pnvate Sector 
which reported in Apnl 1954 had recommended the cstabh'^hjaml 
of a consortium for underwriting purposes, con:pn«ing thrlesdmc 
commercial banks and m«urance companies under the lead'T'h? 
of the then Imperial Bank of India With the coming in cf tb* 
ICLCI the idea of a consortium, ii seems, was given up It** 
understood that the Resen e Bank did cot look with favour t:?*]? 
this idea. The transfer of both the Imperial Bank and the kf* 
insurance companies to public ownership also led to the same 
result It would appear there wiJ] be a considerable amount cf 
collaboration and co-ordination among the venous institutions m the 
field of underwriting under the leadership and guidance of the 
1 C-I C I , but sidl ihere is need of a formal consortium and the 
question should be rc-considered in the light of the growing need end 
expanding capital market of the country In particular the tanks 
should be encouraged to partiopaie in the underwriting cp^tions 
ofICICL, with grow mg interest in the corporate ^ecunties, the 
expansion of the capital market and of the coming in the ideal of 
sonalist «wietv, the importance of ordinarj <mall mvertor ano 
consequentlj of a consortium* has increased all the more now 
The small investor of todav needs the protection and gcit^cc ci 
ss mstrts^tica hstme <pocts}c£cd AmywAedr.* ^ invest- 

ment practices. 

Besides, the LIC and the I F C as the two leadme financial 
institutions of the countrv should take more interest in under- 


A move tsafooi lo rc-macoDsoiiijmof credit Cnaociig 
country to boJd up a sound cspjtal xnar^t. TTitJ was <3 sdosed r' 

Mebta. Cbainnan cf the LC-I C L at Beenbav , lowards ibe eoa « 

1^2. A foncaJ meetiogwas bcWsnnjeliac ap3 at anC IM 

of a consorlJ-im bad an o\er»helsLagsi^7*ort- Tbe u>nscTtiua weaic 
fiiUv rcrres'Ptaijve body of all fnancaal msiiiuuoBS la tbe cougi n . 
dme the L-LC.. the LF C-. cccran-raal basis and other esumuoES m me 
field. 
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writing of shares and should liberalize Iheir operations in this 
respect The I PC is a great potential institution, provided the 
Centra) Government allows It greater latitude and Parliament pays 
due regard to its autonomy Similar is the ease with the L 1 C , its 
investment policy should be made more flexible under the provisions 
of the Insurance Act 

At the same lime the Government should also consider the 
question of promoting the development of investment trusts which 
form an important adjunct to the underwriting organization in 
England and America It would be necessary for this purpose to 
devise a tax policy which docs not bear harshly on investment 
institutions There should also be special legislation governing the 
investment of funds by investment trusts so that they serve the 
national economy and not particular groups of industrialists Only 
those investments laid down in the special legislation should be 
granted special tax treatment 

J. Kegt»lattvc Protrehon to titvcatnr$ The growth of 
investment habit and the capital market is largely conditioned by the 
statutory measures adopted to protect the investor The funds which 
pass through the capital market arc placed in the hands of others by 
the investor either permanently (m the ease of investment m shares) 
or for very long periods (m the ease of investment in debentures or 
purchase of life insurance policies) It is of the utmost importance 
that there is fair amount of security for the funds so invested There 
IS a fairly adequate legislative framework in Indi i for the protection 
of the investor The measures consist of the following 

(1) The Indian Companies Act, 1956 

(2) The Scaintics Contracts (Regulation) Act, 1956 

(3) The Insurance Act 1938 together with the Life Insurance 
Corporation Act of 1956 

(4) The Employees* Provident I und Act and Rules, 1952 

(5) The Capital Issues (Control) Act, 1947 

(6) The Danking Companies Act. 1949 

Indnn Companies Act, 1956 has made considerable changes in 
the procedure with regard to the issue of prospectus, allotment of 
shares, terms and conditions on which companies may be floated, 
and the capital structure of companies The particulars that a 
company is required to disclose in its prospectus have been consi- 
derably enlarged to place the investors in a much better position 
than they had been earlier to assess the intrinsic merit of a 
new issue The poHcrs of minjging agents have been considerably 
cu.milcd 

The Securities Contricts (Regulation) Act. 1956 is the first 
all-lndia legislation which provides for a general apparatus for the 
control of dealings in securities Ji permits only those stock 
exchanges to function which arc recognized by the Central Govern- 
ment All stock exchanges other than those recognized are declared 
illegal. 
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Titles, local sel r governments, etc , get their securities easily listed, 
while a certain amount of discretion is exercised at the time of listing 
of industrial stocks and shares The stock exchanges ensure that 
the scrips of good projects alone arc taken on the list and that the 
indifferent or bad propositions arc left out Thus, they provide an 
extra safeguard to investors, m addition to the one got from the 
screening done by Government at the time of sanctioning capital 
issues to promoters under the Capital Issues Control Act and Licens- 
ing Regulations etc 

Like the Company Law, the slock exchanges, in amorphous or 
organized form, have existed for nearly a hundred years, both having 
sprouted in the fifties of the last century There were seven stock 
exchanges m India on the eve of the second World War But the 
speculative prospects of war-timc business led to the establishment 
of many more during the war period As a matter of fact, no less 
than SIX rival stock exchanges came to be established m Ahmedabad 
alone Five more were also established in Lahore, one in Delhi, 
one in Kanpur and one in Nagpur By 1945. the number of stock 
exchanges m India came to 21, exclusive of unorganized ones, Katni 
market, etc Too many slock exchanges and diversity of rules and 
rcguLitions among them relating to membership and trading, and 
the post-war cr.ish of 1946 all combined logciber to compel the 
Government to enact the Securities Contracts (Regulation) Act in 
J956 Under this Act, only seven stock exchanges have been 
granted licence to operate m this country They arc the stock 
exchanges at Calcutta, Bombay, Madras. Delhi, Hjderabad, Indore 
and Ahmedabad 

A total of nearly 2,200 Government securities and scrips, 
accounting for a total value of over Rs 2,500 crores, are quoted on 
the seven stock exchanges of the country The total number of 
Central and Provincial Securities, loans and debentures floated by 
certain Port Trust authorities and Municipal Corporations, State 
Electricity Boards and Slate Transport authorities is 195, accounting 
for a total nomin.al value of Rs 1,800 crores The number of 
mdustml scrips is about 2,000 including scrips of a few foreign 
Companies, the value of the scrips of Indian companies being 
Rs 695 crores issued by 1150 joint-stock companies Thus, a total of 
4,400 xhires and securiUes of the total value of about Rs 5,000 crores 
are dealt with on the seven recognized stock exchanges Of the 
industrial securities 6!®o ate ordinary shares, 31'’o preference shares 
and 8'’o debentures Cotton, tea, jute, engineering including iron 
and steel, banking and insurance, coal mining, sugar, electricity, 
etc . are tlic industries which arc popular on the stock exchanges 

Reform of Stack Exchanges Before the Securities Contracts 
(Regulation) Act was passed in 1956, there was no Centra! Act to 
regulate the working of stock exchanges on a national plane and to 
prescribe uniform rules and regulations They functioned as ‘private 
clubs* governed by the sets of rules and regulations framed by a small 
group of persons — the members of the stock exchanges concerned 
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Different rules pre\ailed m different stock exchanges and the Govern 
ment had no effective reserve powers to intervene in time of hectic 
speculative activity as was noticed in 1937, 1946 or 1955 The 
present Act has brought the stock exchanges under the surveillance 
of the Central Government 

Under the provisions of the Act, no stock exchange can operate 
m the country, unless it has obtained a licence from the Centra! 
Government All stock exchanges are now required to have their 
rules and regulations approved by the Central Government Uni- 
formity of practices in this regard is now being sought to be achieved 
by the Government 

The Central Government has also the power of calling periodi 
cal returns, of inquiring into the affairs of a stock exchange, of 
withdrawing the recognition or of superseding the govemmg bodv 
of a stock exchange Under the Act no person other than a 
member of a recognized stock exchange can deal in secunties in 
a notified area Option dealings in securities have been prohibited 
All transactions (other than those specified for settlement through a 
clearing house) should be on ‘spot delivery contract* basis Only 
individuals can now become members of slock exchanges All 
members are now required to put m a security deposit They arc 
also required to keep and maintain a prescribed set of books of 
accounts 

In spite of strict regulations imposed by the Act, it is wrone 
to suppose that there is no further scope for the reform of stock 
exchanges 

It IS estimated that out of 7.300 public companies at work m 
the country, only enjoy the privilege of their shares being 

quoted on the stock exchanges That is to say, in our country, the 
shares of only one out of six joint slock public companies are listed 
on one or more of the seven national stock exchanges Secondlv, 
the Government companies in the corporate sector do not have anv 
of their shares quoted on the stock exchanges Thirdly , a great 
majority of the companies quoted on the stock exchaoEes belong 
to the higher strata and only a small number of the smaller size 
companies has made its way into the stock exchanee lists Fourthly, 
the data relating to the working of slock exchanges are verv scant' 
and as such no study of the extent of speculative activities is possible 
before a crisis develops and affects the fortunes of genuine investors 
and jeopardizes the economic development of the country To give 
just an instance, today, wc have no information relating to the 
volume of the cash and forward transactions total turnover on the 

stock markets, volume of transactions earned over, squared up and 

actually delivered with which we could gauge the imbalances 
appearing on the markets The exact scope of the missing data 
and the feasibihtv of their collection will have to be looked into 
carefully m the context of the Securities Contracts (Regulation) Act 

and the by laws of the Stock Exchange Regulations approved bv the 

Government 
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A review of recent trends in the Capital Market 

The Indian Capital Market displayed a state of buoyancy 
during the years of the second World War and a few years thereafter 
(till 1950). but It suffered a set back in subsequent years The situa- 
tion turned for the better m January 1958 and displayed a rising 
tendency on account of rising tempo of economic development The 
buoyancy in the share market noticed since January 1958 and the 
easy conditions were, however, of a short duration and lasted till the 
end of 1962 As a sequel to the declaration of the emergency m 
October 1962 there was slackness following the landslide in the share 
markets The transition of the market from a state of bullishness 
to one of bearishness was brought about mainly by apprehensions of 
heavy taxation to meet the mounting costs of defence following the 
Chinese aggression and by the bears of the possible effects of 
such heavy taxation on industrial growth and corporate earnings 
The depressed slate of the capital market initially developed in the 
wake of the Emergency and the severe measure of the 1962*63 and 
subsequent budgets has continued to be extremely depressed and has 
tended to wilt further in the face of successive blows to investment 
conUdence, viz , the combined influence of monetary, flscal and 
political factors The result is that even prosperous and well manged 
companies And it extremely difficult lo raise fresh capita], particularly 
in the form of nsk capital, from the open market 

The Reserve Bank’s weekly All-India index of Variable 
Dividend Industrial Securities (base l952-53» 100), after advancing 
to an all-time peak of 195 6 during middle of May 1962, stood at 
188 0 during the last week of August and early September There- 
after the index began to dectioe and registered a precipitate fall to 
168 7 towards the second week of November 1962 A landslide in 
share values took place on November 5. on heavy selling pressure, 
necessitating the temporary closure of two of the stock exchanges, 
Bombay and Ahmedabad After brief spells of steadiness, the index 
again went down sharply and touched 160 3 by the end of March 
1963 showing a decline of 35 3 points in about ten months With 
a slight recovery during the year 1963 64, the index again fell 
further to 157 8 in March 1965 and has continued to decline 
further 

The gilt edged market was in a process of adjustment to the 
higher yields offered on the new Central and State loans issued m 
July and August 1962 and 1965 and the upward revision of the 
Bank rate in January 1963, September 1964 and February 1965 In 
this process of adjustment the prices tended to decline, the Reserve 
IBanVs ATl-lndia Index ol tiovemmenl ol India "Securities (base 
1952-53 = 100) declining to 98 7 by the end of March 1963 and to 
97 9 by March 1965 During the period almost all the loans 
registered net declines 

The reasons far (he sluggish stale of affairs m the capital market 
are partly political and partly economic High la the list stand the 
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pohitcal ones the Chinese menace, Pakistan's bellioisc attitude and 
nached aggression m August 1965 and the gradual disintegration of 
the Congress Part) as evidenced b) group ntaJr) m most of the 
States The econonve causes arc maD\ and \aried 

(1) To some extent the depressed state of the slock exchanges 
IS a sequel to a /ong period of boom A boom has to end at some 
time or the other , it cannot last for e\cr The boom starting in 
Januar) 1958 came to an end towards the close of 1962 deasneK 
at the hands of the Chinese Commumsts This could not be helped 
But a lesson can be learned that care should be uken to ‘^ec that 
another boom of that t>pc does not emerge again. The aim should be 
d steady appreciation ID equilv values that can be sustained b% the 
performance of corporate sector through fiscal incentnes and appro- 
priate adjustments in economic polices of the Goiemmeni- 

(2) The pace of industrial progress hassu^ereda disttrct seibacf^ 
for more than one reason (a) shortage of foreign exchange and 
the consequent restrictions on mamicnancc imports , (b) imposition 
m February 1965 of an additional 10®o impon duly , (c) “icaratv of 
power, fuel and transport and to some extent, esen finance, and 
(d) diversion of real resources to defence The result of all this is a 
setback to the rate of national savings 

(3) Besides, the profit^margms of almost cV industries haie 
been adrerseJ) effected by high cost of raw materials and W3ge«, bea>> 
incidence of exase duties not all of which could be passed on to 
the consumers, exports at losses, fixation of uniemuneralive pt^ces 
payable to manufacturers where there are controls, and, above all, 
the increase la the burden of direct taxation The redyciion m net 
profits of companies hav e meant a reduction m dividends disillusion 
mg many an investor who had bought equities at high prices in the 
expectation of an increase in dividends 

(4) The high corporate taxes and their rising trend in recent 
vears IS al^ an important reason leading to low capital formation 

m India The proportion of corporate rates to total profits in India 

vanes between 51 to 53®t, as against 32 to 34°„ in U K., 42 to 44‘ f 
in U S A- and 38 to 42®J, m Japan The high tax burden on 
companies is responsible for downward trend of retamed profits 
which adversely affects growth of corporate sector 

(5) The decline in the new issues actmty is partly attributed 
to the stagnant level of national savings dunng the period of the 
Third Five Year Plan 

(6) The ideological predilections of the Corernment have jIm? 
resulted in wastage of capital and the formation of high co«t indus- 
trial units One has particularly in mind the poliacs designed (a) to 
reserve certain spheres for the public «iector, (b) to chech monopohe* 
as well as concenlration of economic power, and {c) lo encourage 
large-scale industrial co-opcralivcs These policies have retarded 
the” country's economic progress and thereby the rate of capital 
formation. 
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(7) There was a sizable amount of fooling of miesiors by com- 
pany promoters who manipulated to quote at fantastic premiums 
the shares of new companies even before they were listed m the 
markets, largely as a result of artificial deals m them and presenta 
tionofarosy picture of the prospects of their companies , difficul- 
ties were underrated and the possible advantages of foreign 
collaboration were exaggerated They attracted to stock exchanges 
a lot of people who wanted to get rich overnight Many sold their 
investments in other assets and bought shares Others entered with 
borrowed capital As the shares of existing companies went up 
sky-high, those of new companies were keenly sought after on the 
theory of entering the house through the basement This appetite 
was whetted by the manipulations of a large number of company 
promoters The artificial boom conditions attracted stages of vary- 
ing calibre and strength When it burst, they got scared and ran 
away leaving the investor in a helpless position 

(§) Not all the company promoters deliberately misled inves- 
tors They haxe themseixes been badly let down by the public sector 
m regard to the provision of power and transport facilities, in sanc- 
tioning licences for the import of plant and machinery and m 
fulfilling the various promises held out at (he time the projects were 
mooted Jn the last mentioned respect, some of the State Govern- 
ments m particular are to be blamed Further, the difficulty in 
getting land for putting up industries has been accentuated by the 
invalidation of the land requisitioning powers of Stale Governments 
by the courts of law Many engineering units have not received the 
basic steel produces they had been promised by the public sector 
plants The net elTect of these developments is disappointment to 
investors, including the L I C as the fulfilment of iheir expectations 
has been delayed 

(9) Chinese mcurjiow and continued threats and Pakistani aggres- 
sion have considerably aggravated the situation As a result of needs 
of defence and development, the Government's requirements offunds 
suddenly spurted up and (he Central Government's budgets of 
1963 64 and 1964-65 were much more harsh than was generally 
expected There was an alround increase in taxation 

(10) The policy of credit sgneeze and increased hank rate in 
giiick succession have added fuel to the fire The Bank Rate has been 
raised 5 times since planning started from 3% to 6% and 3 times 
since 1963 (January 1963, November 1964 and February 1965) In 
the summer of 1965, the Reserve Bank issued a directive to commer- 
cial banks to reduce their advances by200 crores and invest the 
money so saved in Government bills The policy announcement early 
m 1966 by the Reserve Dank has increased the cost of advances to 
commercial banks in all sectors and the result is further scarcity of 
loan capital of commercial banks The financial institutions like 
ICICI andIFC have also stilTened the conditions of loan and 
increased interest rates 

(11) The bearish trend nat further accenmatedhy (i) the growing 
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inlcmational l«i«.ion an'isji fromihedrvelc'prEft::!^ inlhrMrlusra 
»;ituat3cni, Ci5) fear'; cf ^tnugerit GD\erar3K:ts3 oea'^Lres to iiold 
the pnee Jiae and of funher cals m nnpons of tzx^ matends, !(u) a 
sijfi in planning on acronni of Chinese 23 d Pal^stani aggres-^nn Jo 
avar-lanc foounn. fis) the issae the Reserx e Bari, on Ontoher 
31, 1962 of a direnrve anposnsefor the first mne a Inmt on thetotrl 
amount boTTorred b\ a bani from it for normal purposes and sis 
ejicrtatjcn to banlen recalling certain Jipes of adtancas zadadme 
those agamst shares, (\} fears cf fresh taxation, (n) acute food 
scarciTs brought about b} unprecedented drought of 1965 and 1966 
joined hands -with an ertremeJj tjsit forcagn exchange srtuahon. 
(s5) the prorisipn to rrsmci the period of currenci cf blank tranters 
contained in the Companies Amendment Act. 3965- <iu) cnposhi'n 
cf diiidrod tat on equm dnidend and 323^ d bonus lax, eta. 

Among rfef rfgu/c'on r^n'ztm undenaLen shtff'tchexchzv- 
get of the epuntn m order to check the cxcessne speculainr aemntj 
and the depressed sta^e cf the markets, mention maj be mfide of 
(!) the miensificaiion of the usifoTm automatic aargn «} stem t>hirh 
had been m force on all stock eschances smee 'Deoember 3963, 
(u) the reiatroductjon of special deposii makmg-up prices, (m) a 
new E 3 *stem of margias under tihiA members had to depose £ 1 ^ 
araouais on fresh sales. fn)ihtcufbmg of jobbrnc buscaes^ or sis 
total stoppage, < 1 } the fixatjcn of maiunua prices for wcaibss, 
ihe mtrMuctioa ofconpulson carn-oi’er, aad((tS)ib£re2a> 
lion m trading honrs. 

■The senes of measures uadenatea h,i t?? 
reiTi e the capnal market and 10 «aucidcte capital fommioa aadnis : 
(i)ihe jraat cf a loan of Rs, 10 cre-es -each to the lada^mnu 
Fmaace Coipomiion of India and the ladustnal Credn and Inu^- 
ment ^rporaaon of India durmc the last seers of lie 7Krd 
Plm in order to enable them lo imdemrce and jappot n^ 
public issues, (uj the setting up of the Usn Trust of India (Feb- 
1964) to mobiLire saimgs m o’'der lo complete ifae large imcamen'' 
programme before the countn, ^j)ihecst£s>hshmeE.tof 2 ieJnd.us- 
tna] Deiniopment Bank of India (Julx J954), the purs’m ofa 
Mgorous polics b} the Stale Bank of India to hflp ranaU-scale indus- 
ines, <>) the readmess of the LP B L to help ^e bcnlmg 
pronde medium-term loans lo mdestr^. (>i) the adoption b> the 
Resene Bank of Inffla of a more posjj\T credit pohm to meet lie 
demands for p^riducm e puiposes, (in) granting of permissi'm ro the 
recorni7.ed siod. exchanges to msume fervrard irsdmg imder ceitam 
conditions (June 1953) and allosv some rdaxatioa m the s}'siem cf 
margias (Jid> 1964) and the adoption cf a more Sei^lf and Lbetju 
pohm in regard lo the control cner capita] issues, (ini) raismg of the 
exemption limit in respect of mfiasmal licensing as'wrilascipi'-d 
issues from Rs, 10 IsklTs to Rs. 25 lalis. and fix) the ass—imce b) 
the Government that approied proTte semor p'oieKs. ■Mhim v— - 
reads for itTplememaiion, -weir not held back for ■Bant ofrupis 
finance- (x) msing to mdrvlduals 3 number of fiscal reliefs designe~ 
lo induce a greater fiosi of persona] smings. (xi) 2 mn''unccmecJ 01 
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selective tax concessions to a wide range of industries during 1964-65 
with a view to stimulate production and exports and to encourage 
their expansion and development, (xii) announcement in December 
1964 of an incentive scheme for investment in equity shares of new 
industrial companies in the form of tax-free tax credit certificates, 
(xiii) exemption since March 1964 from the wealth tax for a period of 
5 years the investments m equities of industrial companies issued for 
the first time, (xiv) enhancement of development rebate in respect of 
new plant and machinery installed after March 31, 1965, by specified 
industries from 25% to 35%, (xv) relaxation of (11 industries, in 
May 1966) industrial licensing procedures relating to expansion and 
diversification of production as well as for ihc establishment of new 
units , (xvi) the abolition of bonus tax, reduction in the company 
sur tax from 40'’o to 35% and exemption of companies from 7 5% 
dividend tax in respect of iheir distribution up to 10% of paid-up 
equity capital in 1966 67 

The National Council of Applied Economic Research suggests 
certain measures’ m order to revive and correct the sluggishness of 
the Indian capital market (1) Since unaccounted money— a large 
volume (about Rs 1200 crorcs) of which exists in the country— can 
easily flow into several forms, like gold, land, buildings, commodity 
stocks etc , while it has to be rigorously accounted for if it comes m 
the form of industrial shares, the former must be mode relatively 
unattractive by enforcing stricter controls and imposing additional 
tax burden on such forms Secondly, steps should be taken to make 
industrial securities attractive (2) A new company pays the basic 
corporate tax of and intercorporate dividend tax of 25% 
This double taxation produces n heavy aggregate burden on inter- 
corporate investments and discourages the existing companies to 
diversify ihcir industrial activities by starling new ventures There 
should be the reduction of Ihc overall burden of these taxes A 
reduction in these taxes would not reduce the total revenue to the 
Govt since lowering of the tax burden should help promote wider 
industrnlization and taxation base which can compensate any loss 
of revenue (3) Just as (he income from Government securities and 
the Unit Trust of India is treated as earned income, dividend income 
should also similarly be treated as an earned income in order to pro- 
vide.an incentive to the shareholders (4) Permission should be granted 
to invest partly the Provident Funds in industrial securities (5) In 
order to tap the savings of individuals with moderate means, more 
unit trusts should be set up and private enterprises encouraged to 
enter this field The unit (rusts that come up in the private sector 
will help create a healthy competition among various trusts for they 
tkivr area ^ ai) paJe.vS.''}} .'.vyesj/vs 

(6) A good de il is possible by a joint responsibility of all the partici 
P nils m the capital market— Ihc companies the stock brokers and 
the stock exchanges— to ensure that adequate information is given 
and publicity done to keep (he individual investor well informed 


‘ NCAER—Capin! Market in a Planned rcoiMwny 1966 pp 71-73 



The Indian Capita! Market 24 1 

by any company other than a banking or an insurance company or a 
provident society incorporated as a company arc exempted from 
the provisions of the Act The exemption limit does not apply 
to the issue of bonus shares by capitalization of reserves or share 
premium, for which Government permission under the Act is still 
necessary irrespective of the amount of issue invoJied 

Trends in capital issues 

Jotnt’Stocfc companies at uork 


Year 

Number 

Paid-up capital 
{Rupees in crores) 

19SO-51 

28.532 

775 

1955-56 

29.874 

1,024 

1960-6! 

26.149 

r.819 

1961-62 

24.975 

2.019 

1962-63 

22,622 

2,256 

1963-64 

26.002 

2.460 

1964-65 

26,653 

2,636 

1965-66 

27.141 

2,875 


Ills noted from the amount of paid-up capital of joint*stock 
companies during recent years that there has been a continuous rise 
m the amount of capital raised by the companies in spite of the 
control The total paid-up capital of all jomt-stock companies at 
work in India was Rs 775 crorcs in 1950-51, i e., m the beginning 
of the First Five Year Plan It rose to Rs 1,024 crores by the end of 
the Plan, showing an increase of Rs 249 crores over the five years 
or about Rs 50 crorcs per year During the period of the Second 
Five Year Plan, there was greater rise, the total amount going up to 
Rs 1819crores by ihccndof the plan, I e , an enhancement of Rs 795 
crores or Rs 159 crorcs per annum In the five years of the 
Third Plan the increase was by Rs 1056 crore or Rs. 211 crorcs per 
annum This increase since 1956 was m spite of the fact that there was 
a substantial reduction in the number of companies at work between 
1956 and 1963 as a result of the process of elimination of moribund 
and inactive companies from the register of live companies by the 
Cairrpsiry tan- Aihmn/st/st/arf 

Separate data for non-Govcmincnt companies arc available 
only from the year 1956 The data indicate a continuous growth of 
the private corporate sector , the increase in paid-up capital of non- 
Govcrnmcnl companies was Rs 314 crorcs during the Second Plan 
period and a further Rs 297 crores was added in the first four 
years of the Third Plan There was thus an average annual increase 
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of Rs 68 crores since the beginning of the Second Plan The 
total paid-up capital of non-GoNernment companies at Rs 1,569 
crores at the end of March 1965 constituted about of the 
total paid-up capital of both Government and non Government 
companies (Rs 2,636 crores) As between public and pnvatc 
limited companies in the pnvate sector, the former accounted for 
about three-fourths of the total paid-up capital of non Government 
companies, although m numencal strength thev constituted less 
than one-fourth of the total number of non Government companie>. 

Patd»up capital of Corernnteni and non-Gorernment 
companies 


(Rupees in crores) 


leor 

Gom 

Companies 

Son-Goyt 

Companies 

Total 

1955 56 

66 

958 

1024 

1956 57 

73 

1005 

1078 

1957 58 

257 

1049 

1306 

1958-59 

429 

1087 

1516 

1959 60 

477 

1142 

1619 

1960-61 

547 

1272 

1819 

1961-62 

629 

1389 

2019 

1962-63 

786 

1470 

2256 

1963-^ 

960 

1499 

2460 

1964-65 

1067 

1569 

2636 


New issue activity has been growing since 1951 consistenth 
with the growth of the coiporatc sector Although there have been 
fluctuations from jear to vear, the magnitude of new issues has 
increased from less than Rs 5 crores m 1952 to Rs 61 croies m 
1960 This rising trend in new issue activity continued m subsequent 
jears and the magnitude of new issues rose steepJj to Rs. 98 crores 
by 1962 (including debenture issue of Rs 30 crores bv Oil India 
Ltd — an undertaking joiniI> owned by the Central Govcmm'nt 
and a private sector companv) There was, however, a sharp set- 
back during 1963-64 as a sequel to the declaration of the Emer 
gency m October 1962 as a result of which the amount of new ‘ssues 
declined to Rs 54 crores but even then this figure was higher than 

in any year prior to 1960 There was substantial increase dunng 

1964-65, the amount having gone up to Rs SO crores 
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tatneeof fresh capital 


(Rupees in crores) 


Year 

Ordinary 

shares 

Preference 

shares 

Debentures 

Total 

1951 

43 

( 3 

23 

79 

1952 

29 

04 

1 4 

4 7 

1953 

72 

04 

49 

12 5 

1954 

20 4 

24 

10 4 

33 2 

1955 

163 

44 

55 

26 2 

1956 

33 1 

tos 

1 6 

45 1 

1951 

19 1 

20 

37 

24 3 

1958 

175 

3 t 

53 

25 9 

1959 

28 9 

97 

46 

43 2 

1960 

52 0 

53 

4 1 

61 3 

1961 

58 9 

45 

1 1 

64 5 

1962 

63 2 

26 

38 0* 

103 8* 

1963 

47 8 

30 

30 

53 8 

1964 

64 8 

42 

11 0 

80 0 

196S 

67 76 

9«5 

21 12 

9B7Z 


Note —The data fclate to non Government pubJic limited companies 


The period 1959 to J962 (until the declaration of the Emer* 
gcncy m October 19621 was a boom phase for capital issues as 
the investment climate remained favourable as a result of the 
growth prospects at industries m an era of planned development 
and prospects of capital appreciation in the context of the continued 
bullish trend in stock markets The Reserve Bank's index of variable 
dividend industrial securities rose by 30®„ in the two years J958 
and 1959 and by another 24®„ between 19^ and mid 1962, the total 
rise in the boom phase in the slock markets, lasting about 4^ years 
from January f95S to June 1962. being of the order of 60% The 
rising trend of capital issues over the years would also suggest the 
growth of mvcstible funds combined with the growing investment 
interest among the new middle clasi investors The magnitude of 
new issues which had increased from Rs 26 crores in 1958 ro 
Rs 43 crores m 1959, rose (o Rs 61 crores m 1960, Rs 65 crores in 
1961 and further Rs 98 crores m 1962 The appreciable rise in 
equity issue from Rs ITcrorcs in 1958 to Rs 68 crores in 1965 
would indicate the growing popularity of equities among investors 
and their willingness to provide risk capital to industry in the 
context of the prevailing favourable capital market conditions 


/ncluditig dstwnture 


TorRs 50 crores byO<I India Lid 
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Medium-term Finance in India 


A$ aircadv ^ated mtdiuo-irm firi2iic? js cot isluri js ocsd”d 

b\ aadu^ijjal uitiis for pmods Tzacins fc«rcarlo5vr>£2Ts. liorcb 
the coimmttee on Siaie Indu'^al Fnianct Coipo'^tjra ja We*? 
Brajal (1951) regarded it from one to im ^■e 2 T« 23id lie Sbrc*? 
Commjttee (2954) endorsed th!$ new Tbe sCcSnsaw Ccrparsvm 
for Induttn. the ^ecialiced institt.l3oa cf aedr.^trxi3 fsaaa 
m India formed in 1958, u«ied to grant loans to rh^le msWimras 
for penods between 3 and Tjearsaad eilrad the penod to lO^rars 
JD ';pena1 cases Tie pracijw of European co'-mtnes m general »s 
to recard mediuni'lenn finance for periods ranpnsfromcnttofh't 
^ ears. Thus, liere cannot be an% rendjt> ab'^ui’ lU The penod cf 
mediuiD'teim finance mas s-arv froacojntn lo country, frccn mfins- 
trs lo mdustn and frcn'unit *io vnit. One lo snen cr €!■« lea 
5 ears iovkTS er, seems lo be more nearer pracucal consderauons 

Medium-term finance is nsx.al]\ required bj mdustrv for 
purposes of extensions and replacemmis It is ^so soaeumts 
needed for jnstallation cf madunen and equipment or for rsiiraah- 
aationpuiposes. The need for such finance m India lias mrreased 
irem'udou'ls in the post-var penod- The indu'^i> "was *tTamedlo 
the hiJt during lie ss-ar sears, bni the ■ro'‘L of lenewals and jrplace- 
mcnls could not be earned cn cn account cf the diSnJi' cf mipo'l- 
ing necessan parts and equipment- The v ert, cf rEiir»’2ls and 
replacements, thus, venten accumulating from lo jear and 
has assumed large propomems w recent jesrs. 'i\nh an emphasis cn 
rodustnahration in succTssneFiie Year Kans, th* demand for such 
finance has increased trcm'mdoosJs and is mcreasmg dz\ b' da^ 
Tie dedme of the princeli states and the abolrtion of the Zamm- 
dan s^stemh 3 ^e further agera-vated the problem. Tb* sjpplv of 
capital js adequate for the normal needs cf the cconcrc} brl not 
ad^uaie for abnom’dl demands cf ssidc magnitude 

Sources of znedlttzn-terxn finzace 

Broadh speaking, the «>ouTcrs of medium-iena finance maA b* 
grouped into J» o dasaes : (a) Imrrrsifnsrct and (b) 
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The former relates to the ploughing back of industrial profits and 
the latter js supplied by outside agencies 

Internal Finance Though internal finance through ploughing 
back of profit IS by far the most important source of finance for 
the expansion of fixed assets. It IS not always adequate in ail eases 
The newly established industries and medium-sized concerns geric- 
rally have to encounter great hardships m the matter of such finance 
either for expansion or for rehabilitation The day to day infla- 
tion resulting m higher and ever higher costs of working the ever 
rising wages paid to labour under threats of strikes, the growing 
pressure of taxation and other similar developments hive consider- 
ably curtailed the savings of Indian industries m recent years 
Thus, internal finance proves inadequate for the growing needs of 
Indian industries 

Fxternal Finance The external sources of medium-term 
finance arc 

(1) Issue m the capital market of shares and debentures , 

(2) Public and private deposits , 

(3) Government credit . 

(4) Loans from non banking sources, (i e the Industrial 
Finance Corporation, State Finance Corporntjons Industrial Credit 
and Irtvestment Corporation, Industrial Development Bank of India, 
Unit Trust of India, etc ) . 

(5) Loans from the banking system 

Shares and debcniures-^Matktt trends show that, while capital 
>s rather shy in regard to new issues, it is available for issues of 
existing concerns for purposes of extensions and expansions Shares 
and debentures, however, arc not a very popular method of financing 
small and medium sired industrial concerns Only large concerns 
resort to this method of finance 

Public and private depoiUs—VIhal has been said above about 
shares and debentures is also true about deposits Deposits are a 
source of limited utility and arc available to a limited class of 
large industries 

Government credit — Governments both at the Centre and m 
the States have taken steps to enlarge financial facilities at present 
available to industry These facilities, however, arc generally by 
way of occasional relief usually to small-scale industries and not 
of general mturc so as to benefit all industries requiring finance 
The amount of finance made aiailablfiis also in the form of ver) 
smill loins It IS not much of an industrial value for cfTcciivcIy 
fostering production Moreover, the intention seems to be gradually 
to replace it m a planned manner by institutional credit 

Institutional cred/r— The Industrial Finance Corporation and 
Industrial Credit and Investment Corporation cater to the long- 
term needs of large-scale industries generally They hardly provide 
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medium-term finance. The National Industrial Development Cor- 
poration is meant to promote and develop ne"' mdustries and does 
not render financial assistance for expansion purpo'^es A limited 
service is rendered m the matter of medium-term finance by the 
State Finance Corporations m ceneral and the Small Industries 
Corporation in a limited field When the^e financial institutions 
were founded, the vision of the country's industrialization was some- 
what narrow in the eves of the Government Hence thev were set 
up with certain definite objeciiscs to serve different needs of our 
industrv. But during the First and Second Plan periods, progress 
in the industrial field had been considerable h was tbtrefoTe felt 
that a new institution was needed to cater to the medmm-term 
financial requirements of industrv There was an urgent need for 
an institution which would «-ervc the purposes that were being served 
JD other counines b\ discooni houses providing finance for those new 
industries which would not attract equitv capital immediatclv bat 
which could attract equitv capital when ihcv went mto production. 
The instituiion was intended lo provide medium-term credit to an 
industrv and keep credit gome for such lime as the particular 
industrv went into production Once the production side was in its 
stnde, the industrv concerned could go to the equity market and 
call for subscnpiions or to the debenture market. Consequcntlv, 
the Refinance Corporation for Industrv was started as an iastituiioa 
specializing m medium-ienn finance. 

The Refinance Corporation for Industry Prirate Ltd. (R.GX) 

Oz/gin— -One of the terms of the Agricultural CoamoditiK 
A§.TeemeDt under P.L. 4S0 signed between the Gotenusesls 
India and the U.SA , in August 1956 provided that rupee 
equivalent of 55 million dollars (about Rs, 26 crores) of 'the counter- 
part funds created out of Sale proceeds of American v\beat, c!c.» 
should be set apart for relendiDg to pnvate enterprise in India 
through established banking channels. Ultimately, however, it wa.s 
decided to channel these funds throueh a separate corporation, 
and this resulted in the creation of the Refinance Corporation for 
Industry Pnvate Ltd., registered on June 5, 1958, as a private 
limited company under the Indian Companies Act, 1956. After 
the amendment in the Indian Companies Act m 1960, the Corpo- 
ration became a Public Company as its entire share capital was held 
by corporate bodies. 

Object — Though rhe immediate objective in sefiing up the 
Corporation was the disbursement of counterpart funds, its ultimate 
goal was to bridge the gap that existed in the institutional arrange- 
ments available for financmg medium-sized industrial unite, in regard 
to thrir medium-term requirements, such as, installation of machi- 
nery and equipment, etc. The Corporation thus augmented the 
resources available for the use of medium-sized industrial units in 
the private sector by providing refinancing facilities lo its member 
banks and State Fmancial Corporatirais against medium-term loans 
granted by them to concerns belongmg to this category*. 
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Though the progress ol the .ictivi{iC!> of the R C I m the 
early years of US cxistcmc was slow >ct smcc 1960 u widened its 
area of operations considerably and rendered tistful scrsiccto tndustrj 
of the country As m iny as SS banks IS State linincui! Corpora- 
tions and 4 Slate Co-operative I) inks availed of the refinancing faci- 
lities provided by the Corporation But dcsclopmcnts during the 
Third Five Year PI in led to the establishment of a 1 irger institution 
of industrial finance siz the Industnil Dcsclopmcni Hank of India 
in July 1964 According to u provision mide in the Act constitiiting 
the fDBl, the business of the Rehnance Corporuion was 
taken over by the IDBl since September 1964 and by July 
1965 thcCarpontion was findly dissolved Now alt business of re- 
financing of industry hvs come under the jurisdiction ol the 1 D IH . 
which IS the only inslttution of largc-stUc mccliiim-icrm (imncc in 
the country 

Industrial Development Bank of Imltn (l.D.B.l.) 

The Industrial Devriopmenl Dank of India was established 
in July 1964 under an Act of Parliament passed in May 1964 It 
was set up ns part of a reorganized and mlegraied siruuiirc of indus- 
trial financing institutions m the country geared to (he needs of 
rapid industrialization The mam object was to bring into existence 
tin apex institution to co-ordmate the activities of other financial 
mstitutions, including bmks The role of the I D HI , among 
other things, has been conceived as one of enlarging the usefulness 
of the existing financial institutions by supplementing their resources 
ami widening the scope of their activities 

Thus, the m ijof business of the 1 D H 1 is to provide assist- 
ance to other financial institutions Assistance to oilier linincial 
institutions covers such actmtics as refinmcing of loans given by 
other eligible institutions (specified in the Act or notified by the 
Central Gosernment) and subscribing to ilictr shares and bonds 
as well as guaranteeing their underwriting obligilions in connection 
With the share and bond issues of induslrittl concerns The eligible 
institutions taking advantage of the Tefimncing facilities of the 
1 D B I include 59 scheduled b inks 15 St He Fin.incc Corporations, 
8 State Co-operative Hanks and the Industrial rinincc Corporation 
of India and the Industrial Credit and Investment Corporation of 
India 

Loans to be eligible for refinance sliould be repayable between 
3 and 25 years in the ease of I F C , S I Cs and ICICI, 
and between 3 and JO years in the ease of Scheduled and Slate 
Co opcMtivc Banks Besides export credits granted by any of the 
above mentioned institutions for periods between 6 months and 10 
years are eligible for refinance Thus, the 1 D D I has been 
empowered to provide rcfinmcc to a larger number of financid 
institutions .and for longer periods than the Refimnee Corporation 
for Industry used to do Besides, there arc no restrictions on m iking 
refinance available agvinstlomsm terms of sire of concern or sire 
of loan. The I.DU.I.now operates all the three schemes which 
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R.C I worked, VIZ., (j) Scheme for refinancing of industrial loans, 
(ij) Scheme for refinancing of export credits, and (in) the Goiem- 
ment of India’s scheme for guarantee of advances made b) specified 
financial institutions to the coal industr> m the private sector 

Since the inception of R C I m June 1958, up to end of June 
1966, 1,020 applications for a demand at Rs 162 crores were recent 
from financial institutions for refinancing of industrial loans, 
of which 704 applications valued of Rs 105 9 crores were sanctioned 
and the refinance actuall> disbursed was Rs 82 crores, while the 
amount outstanding w-as Rs 63 4 crores The amount of Rs 105 9 
crores sanctioned was shared bj dilTercnl institutions as follows 


Jnstitiitjontrise induatnal loans refinanced 

(1958 66) 



Institutions 

Amount 

sanctioned 

Rs cr ‘'o 

Amount 
disbursed 
Rs cr % 

Amount 
outstanding 
Rs cr. % 

1 

Commercial Banks 

84 6 79 9 

64 2 783 

48 5 765 

2 

State Co-op Banks 

50 47 

4 6 55 

36 57 

3 

State Finance Corps 

163 154 

132 162 

113 178 


Total 

105 9 100 




It may be noted that 80®o of the finance sanctioned was to 
commercial Banks, 15% to S F Cs and 5*o to State Co-op Banks 


Role of banks 

Loans from the banking system hitherto have generallj been 
for working capital as Indian banks, like their British counterparts 
refrain from engaging in financing the medium-term and long terra 
(block capital) needs of industry Term lending by banks has not 
been popular in this country, owing to the weight of Bnti''b tradi- 
tions m Indian banking With the ratio of advances to deposits 
well over 70% and m individual cases topping even the 80% mark 
It IS but natural that the Coramcraal Banks now lack the credit 
base to carry the load of medium-terra finance to industry Of the 
total deposits, those that are repayable on demand constitute 60% 
and those repayable Within three to six months some 30®o. while 
deposits which have a year to run represent a bare 10% The 
experience of industrial banking in this country has also not been 
happy as was evidenced by the several failures of industrial banks 
set up m the pre-World \\ar I period as well as in the inter-vvar 
period However, there IS reason to believe that the Indian banks, 
Mike their counterparts abroad, foIloK the practice of rolling orer a 
substantial part of their adiances That is to sav, while most of 
the credit is formally made on a demand basis, a fair portion of 
this ‘demand’ credit is in effect allowed to run for considerable 
periods either through not being recalled, or if recalled, throu^ 
immediate or early renewal These advances, though technically 
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rclurnabic at short notice, are virtually medium term loans This, 
however, is simply a mafce*shift arrangement The baffling question 
that IS being discussed by banking experts m his country and else- 
where for several decades now is whether it is possible and desirable 
to give legal recognition to this practice so as to make the problem 
of industrial finance somewhat easier than it has been so far This 
question of Indian banks extending their activities into the sphere of 
medium-tcrm, if not long term, financing of industry has been dis- 
cussed at various stages m the course of evolution of the banking 
system The Central Banking Enquiry Committee considered the 
question in great detail over three decades ago The majority of its 
members recommended against Indian banks undertaking term 
financing of industry The Shroff Committee in 1954 also did not 
favour the idea of pressing commercial banks to provide term 
finance to industry it, however, recommended an indirect parti- 
cipation by banks in medium and long-term industrial finance The 
International Monetary Fund Mission whidi visited this country m 
1933 also made a similar recommendation The conditions, however, 
changed substantially thereafter and provided an occasion for the 
re-examination of the question The industrial bias given to the 
Second Five Year Plan and the urgent and massive demand for 
industrial capital, the slow expansion of the public capital markets 
and the general mfiationary slate of the national economy are the 
factors winch have pressed the country to justify the very substantial 
provision of industrial finance by the banking system on medium 
and long-term basis It is pointed out that, on the one hand, 
the proportion of time deposits to demand deposits is rising in 
the post-war years, particularly since 1955, and on the other 
hand, there has come about a revolutionary change in the outlook 
regarding bank deposits The deposits are now considered less 
subject to mass withdrawal than they were m the nineteen thirties 
Further, it is argued that in bank lending no clear line can be 
drawn between provision of credit and provision of capital and in 
practice banks have in many cases been providing medium term 
finance in the guise of short-term advances by renewal and re- 
renewal method. 

Practice in European countries 

These questions have been discussed tn detail on the basis of 
factual data collected by the European Productivity Agency of the 
Organization for European Economic Co-operation m a Report 
entitled ‘The Supply of Capital Funds for Industrnl Development 
in Europe' published in January 1957 The Report is based on 
the findings of the Agency which studied conditions in the European 
capital market in the years 1952, 1953 and 1954 The Report 
states that significant results have been achieved by setting up 
specialized institutions for longterm lending to industry from 
resources provided by the comroereiil banks, and it would be no 

oser-statement to say that the banking systems are fairly generally 
expected to do more for financmg the Capital formation of industry 
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than orthodox views on deposit banking would aHow It adds that 
It might be advisable to concentrate on devising newer techniques 
for solving the problems involved than to go on fighting a rear- 
guard action against trends of developments The report reveals 
that banks in Europe are found breaking new ground m the field 
of industrial finance It shows that the banks, without abandoning 
their traditional role as suppliers of short-term credit, are not un- 
willing to shoulder the responsibility for slightly long term credit 
What is perhaps less well known is that the ordinary commercial 
banks themselves do not view with disfavour a slight departure into 
the realm of medium-term financing The Report argues that one 
of the commercial banks’ essential functions is to supplement their 
customers’ working capital by lending them the additional funds 
needed for financing stocks, work in-progrcss, debtor accounts and 
exports until the proceeds of sales are collected Since stocks and 
work-in-progress are elements in capital formation, it is clear that 
banks do in practice provide their customers with capital year after 
year, and m spite of the conventional views on the short-term 
character of bank credit throughout the norma! life of industrial 
firms, much of their working capital is their bankers’ money 

Two important factors have influenced the European banks 
m their decision to undertake medium-term financing The one 
is the higher ratio of time deposits to total deposits in many coun- 
tries than It formerly was , a considerable amount of institutional 
money and enhanced business reserves are left with the banks for 
fixed periods of up to two or three years and even longer the con- 
cern of Governments about depositors* interest and the measures 
taken in the recent past to protect them, has also led many people 
to expect that the authorities will act without delay if an emergency 
comes and that their action will be effective* The second factor is 
the belief of banks about a hard core of the deposits which is unlike- 
ly to be drawn upon In this connection the Report observes "It 
IS probable, though hard to prove statistically, that, for psychological 
as well as structural reasons, there is a hard core of bank deposits 
which IS not likely to be severely affected by a sudden rush into liqui- 
dity ’’ Relying on this assumption and also on their own resources 
in capita! and reserves, and on the extensive facilities for mobilizing 
assets through the central banks, some commercial banks seem to 
consider as lustified the use of part of their deposils for long-term 
loans to industry 

The report describes the changes in banking practice vyhich 
have taken place m different European countries in recent years 
So far as the UK is concerned, it notes that liquidity has always 
been their leading feature In daily practice, however, there are 
exceptions to text-book principles Moreover, the banks provide 
long-term capital resources by means of their contribution to spe- 


I Id India iQ the recent failure of the Palai Bank, the Government of India 
has protected depositors up to Rt 250 
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culizcd credit institutions such as the Industrial and Commercial 
Finance Corporation In spite of statutory restrictions, many of 
the French banks do not limit their transactions to short-term lend- 
ing and many of them eternse a considerable influence on the 
management of the firms financed by them The French Banques de' 
Ojlfflirj have tradition lily specialized in providing long-term finance 
cither by acquiring shares in industrial and commercial companies 
and iihimately selling Ihe'e shares to the public, or by preparing 
and underwriting issues of debentures by such companies In 
Germany, early after the currency reform of 1948 when many of 
West Germany’s mills and factories were ‘little more than heaps of 
ruins’, the banks had to provide extensive medium term credit for 
the restoration of industrial buddings and equipment Neither 
ofTicial control nor their lending policy has prevented the deposit 
banks in Sweden from making rather long-term loans to Indus- 
trial units This IS more or less true of Austria also where there 
has been a tradition of close association between banks and industry 
Austrian banks take an active part in issues or securities on capital 
market AH applications for admission of new issues to the slock 
exchanges have to be submitted through a bank which is usually 
required by the Slock Exchange Board to take up 5^’ to 10% of every 
issue in order to ensure norm.il trading conditions for the securities 
issued In Belgium, however the eoninbution of commercial banks 
to the provision of medium and long-term finance to industry is 
strictly limited, although for nearly 50 years up to 1940 that country's 
mdustnal expansion was mainly financed by the banks In Italy, 
loo, the position is virtually the same 

India’s need 

In India also similar views have prevailed in recent years and 
a strong plea has been made urging Indian banks to provide 
medium-term finance to industry under the changed circumstances 
of the present time Dr B K Madan, Principal Economic Advisor, 
Reserve Bank of India, m the course of an article entitled ‘Banks 
and Medium-term Credit to Industry’ published m the June 1957 
issue of the Reserve Bank of India Bulletin expressed the viev/ that 
commercial banks in India constituted suitable institutional system 
for providing medium term finance for industry, provided certain 
safeguards were taken That there is need for medium term 
finance from the banking system, though provision of such finance 
by banks has not been popular in this country, as in the U K , is 
evidenced by the common practice among banks of ‘rolling over a 
substantial part of their advances, or in other words, of allowing 
a substantial part of the advances formally made on demand basis 
to run for considerable periods According to Dr Madan, 
such medium-term finance is likely to increase the infla- 
tionary pressures in the economy He, therefore, suggests two 
counter measures m order to check the evil effects of infiatibn 
Firstly, the availability of bank finance should be restricted so 
as to avoid over-expansion of credit for speculative purposes and 
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secondl) such finance should be adequate to meet the r*eds c'p* 
ciaU> of new industnes onJ\ There are certain t\pes of credit situa 
tjons in which commercial banks should be able to pla% a helpful 
role On the one hand there is the ca«e of large first class estab- 
lished concerns with a good record which ma\ require funds for 
replacement, moderntzotion or mtror expansion of machinery ard equip- 
ment where the profitabilits and rcpa\mg capaats of the borrowms 
induslrv does not raise dilficult technical problems This will be 
particularly so where a bank is alreadv meeting the workine capital 
requirements of an industr\ and especiall> if it is cxtendina credit 
on a scale and with the facihtv of renewal which enables the borrow 
me industrj in effect to utilize the funds for medium-term purposes 
On the other hand again there is the categorj of small industries 
where the technique of assessment of possibilities of profitable de^e- 
lopmcnt IS, m any case not so well developed, and sshere credit to 
semi established enterpnses ma\ have to be based on character and 
creditworthiness over and above mortgage of assets 

All this should hold good provided the bank s lack of medium 
term and long term resources is made good and the scbeir- is 
administered With adequate safeguards for the Iiquiditj andstabilitv 
of the banking structure b> not allowing them to use am of their 
own shortterm resources for the purpose The proposed enlarge 
ment of the bank s role m the sphere of finance for mdustry is b' oo 
means an ideallv satisfactorv arraDsement and ma> not, ind-^ 
be good for all time to come But for the time beine, owtnetothe 
urgenc) of adequate response to the growing demands of rapid 
industnalization, it is necessarv to u'e the available resoutcesof 
banks to the best advantace for the purpose A certam amount 
oi combination of functions or multi purpose gromli of the bankma 
structure appears therefore unavoidable The enlarecmcnt of medium 
term assistance bv bankmc s>stcm need not involve an> radical 
departure from the traditions of Indian banks As the law stands at 
present, there ts no legislaitre prohibition of medium term or esen long 
term adiances by tJie banking system zgzmstiht <.ea\sn\'> of (and for 
the purpose of financing) fi.ved capital subject to the obserrcrce of 
liquidity ratio as required m terms of Section 24 of the Barhirs 
Companies Act 

Citing the example of the US, where even an unknown 
man with a sound indusinal scheme could obtain credit assista^'cc 
from a bank or a group of banks and where technical assistance was 
also given to a prospective industrialist to improve upon bis <ehemc 
Shn H V R- Ijengar Governor of the Reserve Bank of India «aid 
at a press conference sometime back that Indian banks should take 
bold steps m developing term ‘lendme to as'isT indu 'trial proer^^ 
Similar suecestions were made to Indian banks at a Scmiosr cn U-S 
Banking and Investment organized at New Delhi bv the Technit^ 
Co-operation Mission m March I960 The Seminar di'cn'^ed ire 
desirability of Indian banks adopting some of the investment prac 
tices obtaining in the US and thus plavmgaroore effective role m 
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the economic development of the country Speaking at the Seminar, 
Mr. B R Bhagat, Union Deputy Minister of Finance, said that 
banking and iniestraent methods in India required to be modified 
in the light of (he changing needs of the country’s developing 
economy He commended the grant of fairly long-term loans by 
banks to industrial concerns and felt that this was possible under the 
changing pattern of resources of credit institutions In his opinion 
the responsibility of hanks managements to utilize their increased 
resources m ways which would help five-year plans and not infla- 
tionary or speculative activity was correspondingly great The 
Reserve Bank of India in Its annual report for 1959 on the ‘Trends 
and Progress of Banking in India’ also suggested that large Indian 
banks should extend mcdium-tcrm credit to industry The report 
says the pattern of planned development to which Indian economy is 
committed makes it mcumbeni on banks to enter new lines of busi- 
ness and term lending to industry js obviously a new line of activity 
which banks with large resources can consider to the benefit of the 
economy as well as \heinsel\cs 

The banking system in India and abroad has acted favourably 
to these ideas and ideals m recent years A study of contemporaty 
banking in Europe, America and elsewhere shows that banking m 
each country has been conditioned according to its national require- 
ments The new lines of business which certain selected commercial 
banks in India haie undertaken or are likely to undertake safely and 
beneficially are the following 

(a) Consumer credit or persona! loans . 

(b) Hire purchase finance , 

(d) Underwriting of new issues of shares and debentures , and 

(c) Deferred payments agreements 

Consumer credit or personal loans ^ The distinction of 
coming out first with a scheme for providing such consumer credit 
or persona! loans in this country, goes to the Pandyan Bank Ltd , 
Madurai (Madras State) The scheme is said to have met with good 
success Taking this lead, another bank from South India, the 
Indian Overseas Bank Ltd , announced a personal loan scheme The 
Devkaran Nanjec Banking Company Ltd (Dena Bank Ltd ), has 
also worked out a similar scheme 

Under the Indian Overseas Bank s scheme, its customers can 
own a wide range of durable consumer goods such as cy des, scooters, 
motor-cycles, motor cars, radios, electric fans, electric motors, sewing 
m ichmcs, furniture, sanitary equipment, refrigerators, air conditioning 
plants, agricultural equipment and X-ray and other equipments for 
medical practitioners The Bmk also provides loans for property 


tn America n is kno^vn by several names, some of them which are widely 
adveriised are instalment loans, consumer credit, hue purchase, time plan 
personal loans etc 
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lmp^o^ement and small business and for refinance loans to hire 
purchase agencies 

Only those who ha\c an account with the Bank are provided 
with personal loan facilities Any one who has the will and capacity 
to repay IS eligible to borrow, not on that frightful terra repayable 
‘on demand’, but in easy monthly instalments running as long as 
thirty months All that he should do is to share, in confidence, with 
the Bank full information on his steady income and what he has to 
provide therefrom The Bank s official discusses the loan require- 
ment and sees what he can do to help the customer The borrower 
has then to contact a dependable dealer who can be relied upon to 
sell the article he requires in good condition He has to deposit wiih 
the bank a small portion of the cost as may be agreed with the Bank, 
and the latter will then pay the dealer the full cost of the article and 
the customer will become the owner of the article 

The Bank recovers the instalments from the customer’s account 
and sends him an advice In his own interest, the customer is ad- 
vised not to buy second-hand goods TTie goods purchased under this 
scheme certainly belong to the customer, but, until he pays the final 
instalment, he has to give an undertaking that the Bank has interest 
in the goods Naturally, the Bank expects the customer to lake good 
care of the goods So long as this is done and the customer continues 
to enjoy the use of those goods and fulfil the conditions agreed upon 
at the lime of taking the loan, the customer has unrestricted use of 
the goods 

The minimum amount that one can borrow under the scheme 
is Rs 150 If the customer’s regular income permits repayment of 
loan amounts every month, he can even borrow up to a maximum of 
Rs 10,000 The rate of interest to be charged on the loan is 6®o 
per annum and this is pavable m advance on the total amount of 
loan and for the whole period of the loan In other words, it will be 
deducted from the loan amount It saves the customer from the 
botheration of remitting interest monthly, quarterly or yearly The 
following table gives an idea of monthly payment one has to make 
on loans for various periods 


Period 

Amount of 
Loans Rs 

Discount 

Rs 

Net Proceeds 
Rs 

Monthly Pay- 
ment Rs 

30 months 

1,200 

180 

1020 

40 

24 

1,200 

144 

1056 

50 

18 

1,800 

162 

1638 

100 

12 

1,200 

72 

1128 

100 

6 

1,200 

36 

1164 

200 


Penally for non-payment — Since interest is collected in advance, 
the effective rate of interest on the aforesaid credit will be more than 
6®o. varying between and 9®o If. however, the customer likes to 
save some interest and repays the loan in advance, he will get a 
rebate of interest In case he is unable to repay an instalment m 
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time, the Bonk moy permit him to pay the overdue instalment with 
a penalty of I P per rupee, provided d is paid before (he close of 
the month in which the imtaiment is due and provided the bank is 
satisfied with the explanation for not plying the instalment in time 
The Bank has, of course, the right to seize the concerned goods if 
the borrower fads to fulhl his part of the contract, but the Dank will 
do so only when forced to the extreme In the event of the death 
of the borrower before instalments arc pud, the burden of rcpajmcnl 
will fall on the family In order to avoid this the customer has to 
take out a life insurance policy and assign it to the Bank Jncidcn- 
lally, the scheme provides a fillip to life insurance business also 

A peculiar feature of the Dcna Dink s scheme is that the 
personal loan will be a clean one and will not be secured by the 
goods, as IS the case with the Indnn Overseas Dank s scheme 
Secondly, if the borrower dies during the currency of the loan (he 
burden of repayment wilt not be cast on the family, and the Bank 
will write off the loan In order, however to cover the loss, the 
Bink will take out n life policy and get the amount of loan due 
from the insurer In this case the premium wdl, no doubt, have 
to be borne by the borrower but (his will be smill and included in 
the amount of discount which will be deducted from the loan amount 
tn advance 

Adiantasei— The personaUoan scheme has fourfold athanioges 
In the first instance it is a beneficiary loan, helping customers to 
equip themselves with the ordinary comforts of hfe or to ni ikc a start 
in business or profession Secondly, it will lead to an improvement 
m the st.indara of life of the borrower Thirdly it may help him 
get a rebate on income-tax Fourthly it creates consumer demand 
for goods which .ire not isilhm the reach of the fixed income or low 
income group and thereby assist the industrial development of the 
country 

Personal loan or consumer cndit as it is known in the US, 
promotes consumer demand by cremng a market, boosts production, 
increases employment apporliimller, adds to lax reicnuc and ghes 
an upswing to nauonat prosperuy It broadens the incidence of 
consumer demand, cicnr out purchasing power and balances price 
relaiipndiip Secondly, consumer credit gives fillip to consumer 
industry towards a balanced economy Disproportionate wcightagc 
to basic industry « ithoiit adequate development of consumer industry 
can well pose serious problems on llic price front and inflation 
control And while basic industries arc being established under 
state initiative as the keystone of nitioml economy, consumer 
industries, numerous and varied hive to rest necessarily on the 
initiative of private enterprise, and no entrepreneur can stand it 
Without a m.irkct Again, consumer preference will be .1 guide to 
ntiomlization since the ultimate success of an industry will rest on 
its ability to satisfy consumer wants 

Consumer credit in U S is a measure of widcsprcid owner- 
ship of houses, automobiles, household appliances and all other 
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consumers’ durables A third of all retail sales in the US is on 
credit and instalment credit and has fulfilled the twin functions of pro- 
moting consumer demand and releasing the production potential 
of factories Dealers have to secure bujers for about 6 million new 
automobiles ever> year, a greatly excessive number of used cars, 
refrigerators, washing machmes, television sets, etc While sales 
finance companies, consumer finance companies, personal finance 
compames — institutions which assume credit and collection functions 
for their customers by purchasing their receivables without recourse 
to customers for credit losses — have done yeoman sen ice to popu- 
larize this mechanism, the effective stimulation of consumer credit 
is started with the participation of commercial banks 

A bank executive characterized the ‘personal loan' as another 
version of democracj in the US , the man in the street can 
obtain credit with the same ease with which the General Motors 
Corporation can- Each bank has tried to outwit the other in 
personal loans service and now this financing covers practically all 
sort of loan requirements payment of medical bills, taxes, msurancc 
premium, making cash purchases, going on vacation, etc , and ‘edu- 
cation loan plan’ for tuition fees, automobile financing for new and 
used cars, instalment credit for home appliances, group loans to 
cover almost the whole household requirements, say at the starting 
of life by newly married couple, moving to more spacious bouse, etc , 
property improvement loans for modernization, repairs and exten- 
sions, boat loans, collateral loan plans against bonds and stocks, small 
business loans up to S 25,000 repavable in monthly instalments ex- 
tending to 50 months 

Banks m India can make a useful contribution to economic 
evolution by a studied phasing of consumer credit For example, 
they can assist the artisan to take modem irnpIsmenU and power 
We are fast dev eloping electrical energy , and Indian companies 
produce lathes, electric motors, etc The Indian artisan, who is still 
weighed down by primitive methods, can give precision and speed 
to his products, can reduce drudgery of work, if only he has the 
means to equip himself Each ‘slum’ of the artisan can rise into a 
small factory of five or six people This will increase their standard 
of living and reduce the evils of gigantic units SocialK, such a 
scheme can have a sobering effect ort the individual and the society 
Itself and be a step towards the ‘welfare state’ Banks can similarly 
assist in providing building equipments, road making equipments, 
etc They can help installation of sanitary equjpments. electric 
fans, purchase of furniture, sewing machines, typewriters, radio 
sets, musical instruments, washing machines, motor-cars, scooters, 
bicycles, etc They can finance road and water transport agencies 
and reduce the strain on railways They can assist house building, 
modernization electrification , can promote education, particularlv 
vocational, by appropriate loan plans In short, bank finance can 
open up vistas vet u^nown m this counto and can revolutionize 
living standards And the psychological impetus to extension of 



Medium-term Finance in India 257 


banking habit will place in Indian banks an influence and power not 
known before 

Hire Purchase finance Hire Purchase, m its pure form, is 
an agreement to hire goods with the option to buy (hem after paying 
an agreed number of mstaiments It is an easy method which 
enables persons of small or moderate means to own industrial equip 
ment and machinery or other lasting assets Receqt economic re- 
searches in the U K have revealed the importance of Hire Purchase 
as a major weapon by which the ordinary much-adtmnistered citizen 
of a welfare state can assert his interest as a consumer, and has also 
established that Hire Purchase is a powerful means of speeding the 
creation of wealth The durable goods for which Hire Purchase 
is most often employed lend themselves to large-scale production 
methods that are highly mechanized and increasingly automatized 
Hire Purchase has pul machinery and equipment at the disposal of 
firms that might not otherwise have been able to raise the capital 
to buy them, and U has enabled wage earning families to buy 
consumer durables much sooner than they could have done without 
It Without Hire Purchase the growth of new small and medium- 
sized firms would have been slower and the ability of farmhes of 
modest means to enjoy modem ‘luxuries’ would haie been less By 
making the cost of capital equipment and the prices of consumer 
durables lower than they otherwise would have been. Hire Purchase 
has quickened both the competitive tempo of industry and the rise 
m living standards 

The most important development in the British banking 
world in recent years particularly since 1958, has been the deviation 
of commercial banks from their iraduional pattern of business to 
the direct participation by almost all the big banks m the lure 
purchase system They have done so by taking a sizable interest 
in the share capital of hire purchase finance houses Britain has 
passed the Hire Purchase Act which came into force on January!, 
1965 to protect the public against sharp practices * Consumer credit 
in the UK is estimated above £ 1,000 million, of which about 
half is hire purchase debt on consumer goods, and at least £ 100 
million worth of industrial equipment is bought on hire purchase “ 
Between the short period of nine years (1952 61). the hire purchase 
debt in the United Kingdom jumped fourfold from 250 million pounds 
to 1,000 million pounds * The latest development in Britain of buying 
shares on hire purchase is a dramatic illustration of the constructive 
Way in which this kind of credit can be expected to develop as an 
integral element m the evolution of a middle-class economy 

In the United States,* some dO”,, of the total hire purchase 


Commerce dated 9 1 65 

The Eastern Economist, Vol XXXllI, No 24 (11 12 1959). P 933 
I RTDA News Letter 3t 7 65, p9 . ^ j 

Hire purchase has had a great boom in the US over the decade 1951^1 
During this period population increased by I95S and ihe gross national product 
hy 56%, bui hire purchase transacUceis rose by 220% (sales of motor cars on 
hire purchase increased by 320%) Commerce, dated 1 1-5 6) 
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business of the country is handled by the banks In the U S , 
banks have their own hire purchase finance service In Australia, all 
the major trading banks have entered into close association with the 
hire purchase institution, by acquiring a share in the capital struc- 
ture or in one case by establishing a wholly owned subsidiary 
Thus, hire purchase is a rapidly growing field of activity, closely 
associated with banking 

The hire purchase business m India also offers a vast scope 
It can make considerable contribution to improvement of the 
standard of living A beginning has been made in the field of motor 
transport, machines to small scale industries, electrical and house- 
hold articles, sewing machines and iraciors, etc In motor transport 
approximately 80'*,, of commercial vehicles and to 40'’(, of 
passenger cars are bought on hire purchase, the monthly volume 
falling on hire purchase is estimated at about 6 to 8 crores of rupees ’ 

Indian banks can also nse to the occasion by serving the 
national need It will provide them an opportunity for broadening 
their activities The public, too, is likely to gain, as with increasing 
competition in this line of business, cheaper credit from banks to 
finance houses and lower rates of interest offered on deposits from 
the public, the hire purchase charges may lend to decline The 
expansion of hire purchase business will stimulate the offtake of such 
manufactured goods as motor vehicles (both commercial and private), 
refrigerators, TV sets, radios, kitchen equipment, furniture and other 
consumer durables 

The Law Commission drafted the Hire Purchase Bill m 
I960* with a view to accelerate the growth of motor transport in 
the country It is an omnibus legislation drafted to modify all the 
laws relating to hire purchase Under the proposed draft, the 
vehicles sold will become the property of the purchasers and the 
realization of the monthly instalments remaining unpaid will have 
to be through a law suit Thus, by the lime the decision is given, 
the vehicle would have depreciated in value It has, therefore, 
been suggested that the clause relating to restriction on right to 
seize should be modified so that the right to seize non judicially is 
not limited unless at least two-tbirds of the hire purchase price 
has been paid punctually The Ministry of Transport have also 
svggtsie^ cerisfn c)}affges Sexete Cff the prcvtsiPfis of the Bill 
have direct relevance to the hire purchase system of commewal 
vehicles The Bill has not yet been enacted into an Act Tne 
Reserve Bank of India has, however, taken powers since April 1962 
to call for information from hire purchase agencies with a view to 
regulate hire purchase business The bank requires information of 
deposits relating to such business every six months 

As suggested by the Stale Transport Commissioner's Confe- 
rence held at Bombay m November 1960 the Ministry of Transport 


1 IRTDA News Leltcr. 3J-7 65 p 9 
t Economic Times, dated 6th and 7th January, 1965 
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has also prepared a Model Scheme The scheme seeks to enable 
private operators to purchase vehicles on a hire purchase basis 

Underwriting In tune with the rising requirements of a 
developing economy, hanks would be called upon to extend a variety 
of services to cater to the varying needs of business and individuals 
Banks in India have already ventured into the sphere of underwriting 
of new issues, especially preference shares and debentures 

According to a study of underwriting of capital issues by- 
Mr L C Gupta for the period 1955-59,' the commercial banks as a 
group m India emerged as the most important underwriters account- 
ing for 39% of the total amount underwritten during the period ’ 
The banks which participated m these underwriting operations were 
The Central Bank, The Union Bank, The Baroda Bank, The United 
Commercial Bank and The United Bank of India Other banks 
which have underwritten shares and debentures in recent years include 
the Bank of India, the Indian Overseas Bank and the Devkaren Nanjee 
Banking Co Ltd White this is a welcome feature, it is necessary 
that in view of the inherenJ risks of this business, certain safeguards 
and limits are adhered to by the banks m the discharge of their 
service 

According to the figures compiled by the Reserve Bank of 
India, the share of banks m underwriting issues came to 18 7"i 
during 1960-63 * 

Deferred payments agreements It is gratifying to note 
that Indian banks have been mstrumcmal in the conclusion of 
deferred payments agreements between the units in Indian industry 
and foreign collaboration firms 

These arc indications of progress on right lines Similarly there 
are other directions m which banks can take the mitiaiive and can 
confidently look forward successfully to "tcet the challenge throiin 
Up by the Fourth and subsequent Five Year Phns 


1 Commerce, Annual Number, Dee 1959 pp 172 75 

* See pige 227 

* See page 228 
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Working Capital & Current Finance 


The total assets of a business are usually divided into iv>o 
broad groups called fixed assets and current assets To denote 
these groups the terms fixed capital and vvorking capital arc also 
used The division IS ph)sical as uell as functional and is denved 
from their form and use both The fixed assets are usually in a 
permanent and unchangeable form and ihes are meant for use over 
a long period of time the current assets on the other hand chanae 
their form over a comparatively very brief period of time Finance 
for acquiring fixed assets is obtained on a long term basis b> seiline 
long term securities like shares and debentures The finance oiv 
tamed by issuing equity securities is to remain in the business till 
the corporation or the company remains in existence The 
securities might change hands several times during this period but 
the finance contributed initially cannot be wlhdravin unless the 
company goes into liquidation But the finance for current assets 
IS obtained on a short term basis by using short term paper like the 
bills of exchange hundis or Doles Funds for this purpose may be 
obtained even without the use of any credit paper on an open 
account basis The suppliers of short term funds expect to get baA 
their money after the exp ry of the short pcnodforvvhich they agreed 
to permit the use of their funds 

As mentioned earlier the term fixed capital is used for the funds 
obtained on a long term basis and the term working capita! is used 
for the funds obtained on a short term basis A number of other 
terms like circulatory capita! shortterm capital revolving capital 
current capita! trading capital etc are also used to signify vvoriine 
capital Usually these terns denote and emphasize the short tem 
or changing nature of the capital They signify capital m action i e 
dynamic as opposed to static 

The term working capital IS somewhat vacue and cannot be 
used to give an exact and precise meaning For that purpose it has to 
be qualified by the addition of the words gross or net 
gross working capital 35 used to denote the total value of all tne 
current assets like (a) cash (in hand or in the bank) (b) marketaDie 




Working Capital am! Current Finance 261 

securities, (c) uccounls, notes or bills receivable, (d) stocks of raw 
materials, semi-manufactured or finished goods, (e) stores of supplies 
or consumables, etc 

The current assets represent a stream of current value that is 
flowing and growing They are expected to change their form quickly — 
cash into raw materials, raw mitcnals into semimanufactured and 
finished goods, finished goods into stocks, stocks into accounts 
receivable and the accounts back into cash again to be used for 
buying fresh raw materials and for continuing the operations 
The stream is expected not only to flow but to grow also as it 
flows if profits are expected to be made Properly speaking a part 
of fixed assets also gets mixed up svifh the stream to swell its size 
in the form of depreciation through the prices of goods sold The 
cash which enters into the stream of operations in buying raw mate- 
rials should grow m volume when it re-emerges from the accounts 
receivable From this point of view not only the amount of working 
capital but the speed of its turnover or rate ts equally important for 
efficient performance 

The concept of gross working cipiWl is useful in a number of 
situations The proportion of fixed and working capital vanes from 
industry to industry The ratio to be found in leading successful 
plants in a particular industry may be taken as a guide or model for 
other units m the same industry This ratio may also be adopted 
by new plants in the beginning The concept of gross working 
capital 18 also helpful in the analysis of costs and prices under the 
condition of monopolistic competition Fixed costs are related to 
the use of fixed capital while the variable costs and the marginal 
costs arc obtained by comparing varying xolumcs of production 
With the use of varying amounts of working capital Keeping in 
Mew the demand for output and (he price at which tt can be sold, 
the optimum size of a plant «$ dependent upon suitable combi- 
nation of fixed and working capital Maximum profitableness as well 
as the proper size of a plant in a given industry is determined by the 
behaviour of fixed and working capital when they are combined in 
varying proportions If wc associate fixed capital with machinery 
and working capital with labour, in a country like India, the concept 
of gross working capital has great practical utility in determining the 
question of the degree of mechanization The decisions (o use more 
of machinery or more of labour to obtain maximum profitability are 
related to the determination of proper ratio between fixed and 
working capital 

The gross working capital is represented by current assets 
appearing on the asset side of (he balance sheet The current assets 
gi\c an idea about the manner la whidi the gross working capita! is 
employed How much of it is actually m the form of cish, how 
much of It is in the form of short-term paper like notes, bills or hundis 
and accounts receivable, and how much IS in the form of materials 
and goods— raw, partly manufactured or finished A study of this 
type of distribution of the total value of gross working capital among 
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the various jlems of current assets may give some idea about the 
economic and efficient utilization of working capita! and the health 
of the business unit Cash should not be more than vvhat is required 
to meet normal da> to da> needs purchases of raw materials 
should not exceed the requirements of production and the stocks of 
finished goods should not be larger than the quantity that can be 
sold profitably Anything less than perfect co ordination between 
these sections would indicate less than perfect economy of working 
capital Cash in hand or in current account is the idlest of all assets 
as It earns nothing Similarly other idle current assets m excess of 
actual needs whether raw materials or finished goods are not eco- 
nomical to hold Disproportionately large amount of cash accounts 
receivable or stocks might show that the business unit is not in good 
health It is on account of these things that the use of working 
capital IS allocated to different items of current assets on a planned 
basis and is given the shape of a business budget and budgetarv con 
trol IS used as a device to obtain the most economic use of vvorking 
capital 

Aet Horking capiial—The concept of gross working capitalis 
related to current assets which appear on the asset side of the 
balance sheet On the liability side of the balance sheet other items 
of a similar lemporarv nature are shown they are called ‘current 
liabilities Items like accounts payable, bills payable, accrued and 
unpaid expenses etc , are included m this category If the total 
amount of current liabilities is deducted from the total amount of 
current assets the remaining balance will be called the ‘net working 
capital 

If the net working capital is a posiine quantitv, it is presumed 
that It reflects the strength of the business to meet its current obhga 
lion in a satisfactory manner because amounts likely to be received 
through the realization of current assets are more than the amounts 
Jikelv to be paid m order to meet the current liabilities Current 
ratio obtained by dividing the current assets by current liabilities is 
reallv another wav of making use of the concept of the net working 
capital A ratio of two (current assets) to one (current liabilities) 

IS considered to be satisfactory for advancing loans by the bankers 
A comparison of stocks with current liabilities is also used for testing 
the liquidity of a companv If the \alue of stocks is higher than 
the total amount of current fiabihlies the liquidity is considered to 
be higher than it would be if the difference between the two was verv 
narrow or ml For determining the creditworthiness of a companv 
for the purposes of short term credits the make up and past and 
prospective behaviour of the net working capital of the companv 
is also studied and examined In brief when both the current assets 
and current liabilities are taken into consideration for purposes of 
analysis It centres round the concept of net working capital direcilv 
or indirectly, m some form or the other , and the mam purpose ol 
all these types of analyses is the testing of the liquiditv and credit 
worthiness of a company for the purposes of short term credits 
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The requirements of working capital arc not the same llirough- 
out the year They vary from one part of the year to another 
More working capital may be required during the busy season or 
the peak period of business activity and less may be required when 
the business activity is not so brisk or the season is duH Accord- 
ing to the varying needs of business the working capital maj be 
classified into two broad groups (I) the regular or the permanent 
working capital, and (2) The variable working capital 

(J) Refiiiltir or permanent worUtng eapHol The average 
volume of production .ind sales of an established business during a 
period of normal business activity is fairly known Say for example, 
a shoe manufacturing company is able to manufacture and sell 
about 12,000 pairs of shoes annually On the basis of this amount 
of business and of production and sales it is possible to calculate the 
amount of funds required m the form of current assets like cash, 
stocks of raw materials and hnished goods accounts receivable, etc 
The total amount of funds required to maintain the current assets at 
the required levels will represent the amount of working capital 
which may be called regular or permanent working capital because 
Ibis amount will be required continuously so long as the levels of 
production and prices remain unchanged 

This working capital is as permanent as the fixed capital , the 
units of current assets representing the regular working capital like 
raw materials or finished goods and accounts payable will continue 
to change their shape or form and will (low in and (low out but the 
total amount invested m them will remain approximately the same 
Because these funds arc required permanently during ti particular 
period of time of sulTlcicm duration so from the theoretical point of 
view (hey cannot and should not be borrowed on a short-term basis , 
they should be obtained on a long term basis either from the share- 
holders on the basis of equity securities or from the long term 
creditors on the bnsis of debentures or bonds 

Some of (he writers divide tlic regular or permanent working 
cjpit,il into two sub-classcs (a) primary working capital , and 
(b) normal working capital 

(a) Primary uorking capital — Primary working capital accord- 
ing to these writers represents the irreducible basic minimum working 
capital Some amount of cish is always necessary to piy petty 
expenses, electric charges, wages etc , minimum quantity of raw 
m,iternls at Ic ist to start operations, and the minimum quantity 
of finished goods to represent ranges of size and style to attract 
customers are absolutely essential , old accounts will be paid and 
new credits will be exiended but a certain amount of accounts 
receivable will always remain outstanding The total value of these 
basic minimum current assets represents the amount of working 
capital called vsorking capital' This portion of the working 

capital is as permanent as the lixed capital 
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(b) Normal Morkwg capjlaJ—As pninan working capita! 
represents the basic minimum to start the operations the norma! 
working capital repre«enis the amount of working capital required 
to maintain the operations of a compans at an aserage normal le\el 
during a period m which business conditions are normal These 
a\ erase normal requirements ma\ be different for different penods 
accordmg to the changes in the JeseJ of operations which are regarded 
as normal for a particular pienod Both the pnmar\ and normal 
working capita] taken together represent the total amount called 
regular or permanent working capital The entire amount should 
be presided from the funds obtained on the basis of long term 
secunties — shares and debentures or from the retained earnings of 
the business because the nature of this fund is permanent in spile of 
the fact that the current assets which represent this amount contmue 
to change shape and form and lo roohe at regular intersals- 

(.2) I onabfe tforking capita/ The operations of all t\pes of 
businesses cannot alwais be carried on at the same pilch Most of 
them e\penenc£ bus> and slack periods During the buss penods 
the current assets have to be expanded and more working capita! js 

required to meet this need for expansion of current assets, but 
dunng the slack periods the volume of current assets has to be 
contracted and consequenth less working capital i> required lo be 
invested in the contracted volume of curreni assets This amount of 
workmg capital which expands or contracts at particular periods i> 
called the ‘variable working capital The extra amount of working 
capital which is required to acquire additional current assets at the 
tune of the buss period has genesis to be obtajned for short penod> 
from sources outside the business unit itself Reasonablv and 
logicall> the compan' should not trv to meet the extra requirement 
of the additional working capital during bus> penods from ilsow-n 
resources because this would amount to the possession of idle fund> 
not fullj emploxed dunng the slack period. This extra burden of 
carrviDC idle funds during the slack period would reduce the ranungs 
and profitabilit) of the business Naturalh, these funds are provided 
b> institutions like commercial banks which specialize m the business 
of providing short-term funds 

The variable working capital js again sub-divided into three sub- 
groups (a) seasonal , (b) cvclical.^d (c) spenal or emergenev 
working ^pital 

(a) Seasonal vorking copifol — It is the most important one 
of all the three tvpes Seasons pla> a veo important part m 
creating fluctuations m the supplies of raw materials of asncultural 
origin Raw raatenals like raw eoMoiz or jute are harvested at a 
particular time of the vear Slocks of raw matenals arc built up 
usuallv b} the manufacturing industnes at this lime and thc'^rrow 
additional short term funds lo meet the situation. As the raw 
materials are turned into finished goods and sold during the normal 
course of working of the industry, the funds are released and re- 
turned to the agencies from which the> vv ere obtained In the case oi 
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the sugar industry of India, which uses a fresh raw material— sugar- 
cane— the working season commences usually m November and 
continues up to March or April A major part of the sugarcane 
crop has to be purchased by the sugar mills and crushed during this 
period of about six months The industry has to borrow additional 
working capital to finance these operations on a short-term basis 
The short-term advances are paid from the funds obtained by the 
sale of white sugar gradually during the slack season The woollen 
industry of India is also very seasonal In northern India woollen 
cloth IS sold from October to Februjry only But the mills have to 
carry on their operations during the slack season also to make the 
stocks available to the trade m the month of October after the rainy 
season Additional stocks of finished goods during the slack season 
are carried by the industry with the help of borrowed funds obtained 
on a short-term basis to be returned m winter when the stocks are 
disposed of The same element of seasonality exists in paper pulp 
(North temperate zone), beet sugar, ncc-miHing, flour milling and 
fruit canning industries It is not economical for a particular indus- 
try to meet the requirements of additional seasonal working capital 
from its own resources but it is quite profitable for institutions 
specializing in the provision of short term funds at the time of 
busy seasons because (he peak or busy seasons of different industries 
do not coincide but rather fall in difTercnt pans of the year and the 
funds withdrawn from one industry arc passed lo the second and 
then to the third and so on and arc profitably employed throughout 
the year 

(b) C}clical Horkmg capital— -As there are busy and slack seasons 
during the course of the year, so there arc busy and slack periods of 
business activity of a longer duration usually called booms and 
depressions during the course of a business cycle During the boom 
period additional working capital may be necessary for financing ex- 
panded operation to meet brisk demand and during the depression 
more fund may be needed to fill m the gap caused by operating losses 
During both types of periods the usual agencies of providing short- 
term funds may not be in a position to provide the funds so badly 
needed During the boom period the resources of these agencies arc 
under a very severe strain on account of greatly increased demand for 
funds and they arc not in a position to meet the requirements of the 
users in full and during the depression there is great reluctance to 
provide additional funds on account of the fear of the failure of some 
of the borrowers Under these circumstances the requirements of 
cyclical needs may have lobe met from sources other than those 
winch provide the seasonal funds 

Tfte i;yc(iCii( flcrcrttaYwns-dlj ncJf ib!wf mV CiVe mlcistcKs nt I'lVe 
same way Well established and financially strong units, whose 
wise managements have tried to conserve substantial resources in 
the form of reserves, try to meet the additional requirements of funds 
from their own resources Methods of operations followed in certain 
other industries arc of such a nature that the volume of production 
can be adjusted to the variations tn demand , it can be expanded 
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under boom conditions and can be curtailed during the depression 
Such industries can manage to pass through the depression Pithless 
working capital But the companies working in industries where 
the proportion of fixed expenses IS large base to suffer operational 
losses and cannot remain in the field without additional supplies 
of working capital No better source than consersed earnings m 
the form of reserves can be suggested for meeting the additional 
requirements of working capital during the periods of brisk business 
activity and for filling in the gaps created by operational losses 
during the period of depression 

(c) Special or emergency working capital — Besides the require- 
ments of additional working capital for meeting seasonal and c>ch- 
cal fluctuations in the scale of operations additional working capital 
may also be needed to provide additional current assets to meet the 
demands created by unusual or unexpected events Such situations 
may be created by disasters caused by nature in the form of floods, 
droughts or fires which might destroy current assets Usually 
provision for such contingencies is made b> taking out insurance 
policies but even then more funds than can be effected from the 
insurance companies are generally required for the replacement of 
lost current assets State of emergency created by the danger or the 
actual breaking out of a war may also bring about a special spurt 
in the production of defence or war materials requiring huge 
amounts of additional working capital all of a sudden This t>pe of 
special or emergency capital can be provided only from other than 
traditional or usual sources of meeting the requirements of variable 
working capital 

Reasons for diflferences in the requirements of working 

capital 

The needs of working capital differ from industry to industr) 

In some industries like the public utility services the consumers are 
generally asked to make payments in advance and the money thus 
received is used for meeting the requirements of current assets 
Such industries can carrv on their business with comparatively less 
working capital In textile industries like jute or cotton a major 
part of the requirements of raw materials for the whole of the year 
may have to be purchased during the harvesting season and labour 
cnarges term a very substantial pari ol I’ncir manufacturing ctrsVs 
Such industries require comparatively more working capital In 
certain other industries like leather tanning, the vegetable tanning 
process takes about six months Jn such cases more funds arc 
required to be invested in current assets like goods m process But 
in case the finished goods are sold quickly the amount invested m 
goods-in-process may be treated more or Jess like an item of fixed 
assets More working capital IS required by those industries which, 
like the woollen textile industry of India, pile up their finished goods 
for seasonal sales In industries like the manufacture of agricultural 
implements the period of credit to be extended may be a long one. 



Working Capital and Current Finance 267 

The farmers are usually able to meet their obligations after the 
harvesting of their crops and in a country like India where the Rabj 
crop IS harvested in April or May and the Khanf crop is harvested 
m October or November, the payments from the farmers can be 
expected usually twice a year at the time of the two harvests The 
period of credit in such cases has, naturally, to be long Comp^ra 
lively more working capital will be required by such industries By 
adopting wise and efficient practices of management the requirements 
of working capital may be reduced to a certain extent The stocks 
of finished goods may sometimes be financed partly by the advanced 
deposits from the middle men or the extent of credit may be reduced 
by adopting a judicious policy of cash discounts offered to the 
debtors for making payments before the expiry of the period of 
credit 

Advantages of possessing ade<[ua(e worlcitig capital 

The total requirements of working capital may be different for 
different industries but an adequate provision of working capital is 
essential for all The cost of carrying on (he operations has to be 
met in cash m paying for materials labour, stores etc Sufficient 
working capital is necessary to arrange (he payments when they fall 
due Failure to achieve this may bring about technical insol* 
vency, where a business does not possess enough cash at particular 
time to meet its obligations in spite of the fact that ample total 
current assets and resources are there which could be converted into 
cash if a little more time could be gained for the purpose Firms 
possessing adequate working capital are not only in a position to 
take advantage of cash discounts to increase their profits but the 
punctuality m arranging payments enhances their creditworthiness in 
the market Credits from banks and other sources are easily and 
readily available whenever they arc required Even for arranging 
timely payment of dividends to shareholders liquid resources of 
working capital in the form of cash arc essential To sum up, 
enough working capital is as essential for maintaining the efficiency 
of operations of a strong business unit as the presence of enough 
blood is necessary in the body of a strong man to keep him fully 
active A business which takes ample working capital can be 
likened to an anaemic man unable to carry on norma! activities of 
life 

Sources of working capital 

According to conservative principles of financing, (a) the fixed 
assets should be financed from permanent sources, i e , the funds for 
fixed assets should be o'btamcd on fhe basis of shares and deben- 
tures , (b) an amount equal to the basic minimum of current asset 
needs, i c , the primary working capital should also be financed from 
long term sources represented by shares and debentures As far as 
possible the normal working capital should also be provided from 
internal sources , (c) only the seasonal or short-term needs should be 
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financed from short term sources These principles imply that of the 
t>so t>pes of working capital discussed earlier the first t\pe— the 
permanent working capital — should be obtained on the basis of long 
term securities le the shares and debentures and onlv the second 
t>pe — the variable working capital — should be obtained on a short 
term basis 

In practice however these principles arc used in a substantiallv 
modified form With the exception of large and sironglv financed 
concerns most other businesses use short term credit almost continu 
ouslj Small business units regard short term credit obtainable from 
commercial banks or other sources as a convenient form of revohins 
fund of working capital to be used so long as it is required and is 
available on the basis of their credit standine which tbej trv to 
maintain bj promptness in pa>ment of individual items of credit as 
they mature and fall due for payment 

In Britain the most imponant sources of short term finance 
are (1) the trade debts (2) bills of exchange (3) bank loans , and 
(4) mter-compan> loans Praciicallv cverv business unit both gives 
and receives a certain amount of current finance in the form of 
trade debts because cverj purchase and sale not immediatelj paid 
for m cash results in a temporarv debt This form of credit is rather 
considered to be costly because if the rate of cash discount offered 
for prompt pajment is taken into consideration the interest charged 
on these credits comes to about 10 per cent per annum It is on 
account of this fact that the merchants and manufacturers grant 
credit to firms with little capital of (heir own These merchants and 
manufacturers arc able to get credit from banks on lower rates and 
the margin beiw ecn the tw o rates enables them to meet bad debts if 
there are any About a century back the bills of exchange formed 
the basis of trade credit At the present lime most of the business- 
men prefer the more flexible and less public form of credit reprc*enl 
ed by book debts Bills of exchange arc still commonli u'^ed m 
foreign trade For firms with sufficicntlv good credit standing and 
with fluctuating requirements of short term funds bank overdraft is 

the most convenient and extremelj economic form of credit In 
Britain companies have become increasing!) integrated into groups 
under the same control and conscqucntlv inter-companv loans have 
gamed in importance Temporarv cash surplus of one compan' can 
convenient!) be used for meeting the temporarv financial needs of 
another compan) 

In the USA the permanent workms capital is expected to 
come from the stockholders bondholders and similar other ««urces 
of lone term finance and the sources of short term funds are 
(1) the Commercial banks (2) the Commercial Paper Hous's 
(3) the trade creditors (4) the finance companies (5) factors and 
(6) miscellaneous agencies 

Bank credit is available m man> forms the most important of 
which perhaps is the unsecured loan This t)pe of loan can be 
obtained in two w a) s the credit can be extended on the basts of 
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either an unsecured single name paper or an accommodation paper 
The first is self-explanatory , the second is a two-name paper It 
bears the signatures of the bon-ower as well as the endorsement of 
another individual accepting the secondary liability The most 
commonly used form is the unsecured single name paper On the 
basis of one of these papers the maximum limit of the amount to be 
lent at one time usually called the line of credit, is determined 
After this the borrower is permitted to obtain loans up to that limit 
without any further negotiations 

Loans are also made on the basis of the assignment of the 
ncoouitfs receivafc/e As a first step m the process the bank satisfies 
Itself about the purpose of the loan and the quality of the accounts 
of the customers to be pledged The maximum amount of the ad- 
vance and the terms of the loan arc worked out and then the borrow- 
ing company enters into a format contract with the bank Usually, 
70 to 90 per cent of the total amount of the accounts pledged js 
advanced Generally, the debtors are not notified about the fact of 
their accounts being pledged with the bank and when the payments 
are received they are endorsed to the bnnk If some of the accounts 
pledged remain unpaid at maturity they are taken over by the 
borrower 

Banker's acceptances are quite popular in the financing of 
foreign trade The buyer of goods enters into an agreement with 
his bankers whereby the bank undcftakcs to accept the drafts drawn 
by the seller on the bank up to a certain specified limit covering 
specified merchandising transactions Ordinarily a commercialletter 
of credit IS issued by the bank to the customer who sends it to the 
seller to assure him that his draff on the bank will be accepted The 
buyer arranges to make funds available with the bank a little m 
advance of the maturity of the acceptance Banker’s acceptance 
commands a better market in comparison to a trade acceptance on 
account of the financial strength of the bank 

Comnwdii} or Merchandise loans have also become an impor- 
tant source of current fund These loans arc usually taken by 
companies engaged in the storage, processing or shipment of staple 
commodities like cotton, copper, rubber, tobacco, wheat, etc , which 
arc of a stand-ardized and non perishable nature and which conse- 
quently enjoy good marketability These commodity loans are usually 
secured by one or more of the three types of documents (1) Bills of 
Lading, (2) \V.irehouse receipts, and (3) Trust receipts 

Tire Bill of Lading issued by a common carrier as a receipt 
for goods IS usually ainchcd to a Bill of Exchange drawn by the 
seller on the purchaser The Bill of Exch.ange may be a demand 
draft or acceptance These documents are lodged with the bank for 
obtaining an advance by the seller The buyer takes delivery of (he 
goods by obtaining the documents from the bank on payment of the 
demand draft or after accepting the Bill of Exchange , the payment 
of the Bill IS arranged at the tune of maturity 
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Warchouive receipts are issued by a bonded and licensed ^^arc- 
house on receding the goods for storage These receipts are used 
as secunt) for bank Joans b\ the owner of the goods Both of the 
documents mentioned abo%c arc used eKtensjseh in all the countries 
for obtaining bank loans or advances 

In the USA., Trust receipt is also used as a secuntv for bank 
loans The receipt enables the buver of the goods to take posses- 
sion of goods but he does so only as a trustee the title to the goods 
remains with the bank WTicn ibis ts-pe of merchandise is sold a 
release has to be obtained from the bank either by paying for the 
goods or by obtaining a new credit on the basis of the sale 

There are a few other methods of obtaining short-term finance 
from the commercial banks sometimes the notes receivable are 
discounted with the bank In most lines of Amencan business the 
notes receivable do not form the basis of extending credit by the 
companies to their customers and therefore the practice of discount- 
vTvg or pledging the notes receivable at the commercial banks ts not 
common for obtaining short-term funds But when a bank adi-ances 
money on the basis of these notes, these notes arc endorsed bv tbe 
borrower making them two-name papers Trade acceptances or 
ordinary bills of exchange drawn upon customers for merciandise 
and accepled by them at the lime of sale are also cot popular with 
the banks WTien the seller who is the drawer of the bill wants to 
borrow from the bank offering the bill as a secunty he discounts tl 

with the bank after endorsing and thereby assuming a conimgral 
liability in case of failure of the drawee to pay it Loaasenthe 
basis of instalment paper are, however, becoming more popular. 
The instalment paper held by the seller represents the sale of durable 
consumer goods usually in the form of a conditional sale These 
papers are used as a collateral security by the dealers or retailers 
for obtaining a bank loan More usual form of arrangement, how- 
ever. IS that the bank buys the paper with or without recourse to the 
dealer and the ultimate consumer makes the pavment direct to the 
bank In reality this method represents more of consumer than of 
business financing. 

There are a number of other institutions which help in the 
provision of current finances. Two of the important institutions 
are (J) The commercial paper houses, and (21 the comroera^ 

finance companies The commeraal paper houses step in where the 
short-term funds required by a good and well-established concern 
for a period of four to six months cannot be obtamed m the nor- 
mal course from a single comraercial bank The rDzovfzamer con- 
tacts a commercial paper house which sends a representative to look 
and enquire mto the financial position and the business prosperts 
of the manufacturer In case the house decides to handle the 

transaction, it asks the manufacturer to make out a block of no^ 

of equal amount for the period of four or six months as agreed 

between the two parties. The notes are made in round denomna- 

iions of S 2.5W; 5.000 or « 10,000 each : they are made payable Jo 
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the order of the maker and endorsed in blank to make them bearer 
instruments which can be negotiated without further endorsement 
or contingent liability As the name of the commercial paper house 
does not appear on the notes it docs not assume any liability for 
(heir redemption The notes do not bear any interest but arc sold 
to the commercial paper house by the maker at their face value less 
a current rate of discount A small commission is also charged 
The notes are usually sold to the commercial banks Unsold notes 
are also used by these houses as a collateral security for obtaining 
bank loans Since the notes are neither endorsed nor guaranteed by 
the commercial paper houses their saleability depends entirely on the 
reputation and the credit of the manufacturer who makes them 

The commercial finance companies are engaged m helping the 
finance of the economic process of production in its final stage of 
sale to wholesalers, retailers or consumers Some of these com- 
panies arc called discount houses or commercial credit houses They 
advance loans on the basis of the pledge of accounts or notes receiv- 
able Two methods are generally used for discounting the accounts 
one IS called the non-nmificaiion plan under which the customer is 
not informed that his account has been sold to a finance company, 
the amount is collected by the seller of the goods from the buyer 
and IS paid to the fmincc company at the expiry of the period of 
credit , the second is called the notification plan under which the 
customer is informed and is requested to pay the amount direct to 
the finance company This outright purchase of the accounts 
receivable is known .is ‘factoring’ and is usually found in the textile 
triide 

Instalment selling has now become very common in consumer 
durables like automobiles, refrigerators radios, furniture and nppii- 
.inccs When these goods arc sold to customers on instalment credit 
terms, a part of the price is received in cash and the balance is represen- 
ted by instalment paper The instalment paper consists of a senes of 
notes running from 12 to 18 months depending upon the nature of 
the goods These notes arc l.'ikcn up by the finance companies 
which arc usiinily c.illcd the silc ftmincc or instilment fimnee 
comp inics 
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pa.<i up cap.tal of Rs > 

W has been estimated at Rs 27 lakhs tori 

Bank adxances 


Total required 

In share 
capita! 

Fixed capital 



Land 



Buildings 


60 

Machinery 

60 

Total 

73 

73 



Working capital 

30 


Raw materials 


Finished products 



Stock in progress 


5 00 

Stores & Spares 


5 00 

Wages 

Other expenses 

3 

3 00 

Total 

57 

27 00 

Cirand Total 

130 

100 00 


22 50 
7 50 


30 00 

"looo 


(b) Bank C«‘^<f-'The company w. trials and 

monty by sale of shares for the full j v,iue 

SSdptorlucts butoulyupto25 <. (01Ks 30 lakhs) mil 

iJ !rs 10 lakhs only, •'’? ''?’'"JJf„’ce on the security of goods 
be obtained by '*7u°LaSards initial working capital comes 
The contribution of banks towaros in 

Rs 30 lakhs or 52 6% of total finance 

(c) Retained profits — ^ -^^5 from money lenders or 
may be obtained by s™''^'rae ramems from their own reserve 
other private sources and hy la'8^"' for Rs 98 ^ crores 

or retained profits '"‘'"'“f^pS^companies whose finances 
or 63% of the total !“?'>*“' 'S' o jf India ■ but a recent study 

been studied by the '^^serve p 157 ) 

(1960 61 to 1963 64) reveals a smaller prop 

Importance of bank finance shortterm 

By far the most importtmt m Irtd.a arc 

finance is the banking system ^ requirements of ^ 

readily forthcoming to factory or 

against tangible security Tn ® banking connection g 

company can afford to go on without a bmiK g financing 

has Ly factory enough resources saved to 
Without the help of a commercial bank ^ 

1 V R Sonalker 

' Reserve BanV of India Dulletm September 196 P 
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It will be noted from the following figures that Indian 
scheduled banXs have rendered mcreasing assistance towards meetina 
the requirements of workmc opilal of organized industnes of India 
Warhing capital and Mcheduled bank advances to 
org^antztd industries^ 


leer 

Total working capital 
{Rs in crores) 

Rank ad\ances 

Rs tn crores) 

share 

1950 

356 38 

116 43 June 

327 

1951 

437 82 

153 71 

35 0 

1955 

463 49 

241 20 

52-0 

1956 

541 IS 

500 40 

55 5 

1957 

599 93 

390 40 

65 0 

1960 

899 89 

533 00 

59 2 

1961 

712 91 

687 79 Apnl 

96 4 


It will be observed that bank advances to industrv have gone 
up from 32 7^<, of the total workmc capital of the industrv m 
to 52''o >n 1955 and to 65®o ‘o *957 * The workme capital of 1001 
selected public limited companies for the period 1956-59 came to 
Rs 260 97 crores while their borrowings from banks amounted to 
Rs 121 36 crores the percentage share being 46 6 * A <im3ar<tudv 
of 1333 public hratted companies, however, shows that m l96t-64 
out of R^ 2010 62 crores of working capital of these companies 
banks provided Rs 526 SO (i t , 26 K*) ooli * Rouchlj it mav be 
held that on an average 25*o to of the working capital of Indian 
industries is supplied b\ commercial banks, the contribution to 
jodnidual industries ma) \ar> from 2% to 41^, as shown b\ the 
follow me table 

VTorking capital and bank adrances during 1963 64 


Jndustn 


li orking capital Bank edrances <, 

(Rj in crores) {Bs in crores) ^ 


iron &. Steel 


102 51 

2-00 

J-9 

Su^ar 


92 28 

2719 

29a 

Cotton tevtilcs 


375 76 

143 09 


Chemicals 


59 18 

23 84 

404 

Juie leviiles 


92 61 

38-02 

41-0 


The figures of working capita! h3\e been taken from the Ceosas of 
factures and those of bank advances from the Resent! Bask BjU*ud ineT^ 
fore the percenlages worked out inaj be taken to show CE3^ approumsif 
proportions. . 

Banks in India have pla>-ed mcieasmsl; important role in the general 
expansion pfihe country It » evident from the fact that dunn** ^e oetao 
1951 61 industnal ctedu provid'd by the banking s\-sicm tncTtzsed bv Rs- ■410 
crores. which has also raised its share from 12*, of the total to ^0% 
of all scheduled banks in 1951 were Rs StO crores of whiirh 33 v were i w 
industrj By 19^6 the advances rose to Rs 794crore$of wh ch 3^ 5 r" 
were for industry la I960 the advances toodied the massne cpi-re ci n 
crores (Eastern Bconprnist 23-3 1962 p 751) , 

Reserve Bank of India BuJ!elin,VeL3£\,>»o. 9 (Sept- 1961). p !-• 4 
Resene Bank of India Bulletin Nov 1965 
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Total borrowings of lOOI selected public limited companies 
for the four years 1956-59 amounted to Rs 249 90 crores, of which 
banks contributed Rs 121 36 crores (i e 48 6 per cent) During 
the three years 1961-62 to 1963-64 total borrowings of 1333 public 
limited companies amounted to Rs 265 crores. of which Rs 1 52 
crores (58%) were provided by banks * 


Boirotcin^'s of aelteted puLhc limttetl companies from 
different noureet 

(Rupees in crores) 


Neme of agency 

Amount borrowed by 
1001 cos 1333 <05 

Percentage share 

(1956-59) 

(1961-63) 

(1956-59) 

11961 63) 

Banks 

Statutory financial 

121 36 

154 17 

48 6 

58 2 

corporations 

9 06 

10 20 

36 

39 

Other debentures 

4 42 

7 39 

1 7 

2 8 

Other mortgages 

9$ 3? 

24 30 

39 4 

9 1 

Others 

16 69 

69 00 

67 

26 0 

Total 

249 90 

265 06 

100 0 

1000 


It may be noted that in recent years there has been a shift on 
the part of companies from banking to non banking funds In 
1961-62 bank borrowings constituted 77% of total borrowings of 1333 
companies . but m 1962 63, they declined to 72®o and in 1963-64 to 
32 5% only , although for a large number of industries bank finance 
continued to be the major source of external finance ' 

It may be said that nearly half the working capital is provided 
by commercial banks m the form of advances Similarly, it may 
afso be said that nearly half the borrowed funds of the joint stock 
companies also come from the banking system It may be pointed 
out here, however, that all borrowed funds may not be for short 
periods but these figures do indicate the importance of the part 
played by the banks in financing joint stock enterprise 
Lending capacity of banks 

The banker’s point of view now may also be considered The 
extent to which commercial banks may grant financial assistance to 
a particular business house i> determined by the lending capacity of 
the bank concerned The lending capacity of a bank is limited 
both (0 by law, and (u) by finanaal considerations 

(i) Legisfatne prouri(wr— Section 20 of the Banking Com 
ponies Act prohibits a banking company to make loans or advances 
on the security of its own shares, or to grant unsecured loans or 
advances to any of its directors or to firms or private companies in 
which It or any of its directors is interested as partner or managing 
agent or to ar> individuals, firms or private compinics in cases 

I Reserve Bank of India BuHeiifi, November J965 
» IbiJ.p 1703 
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where an} of the directors IS a guarantor Under the provisions of 
section 21, the Reserve Bank of India has been empowered to deter- 
mine the polic> m relation to advances to be followed b> banking 
companies in the interests of the public The Reserve Bank m 
particular ma} give directions to banking companies as to the purpose 
for vvhich advances ma> or tnav not be made and the margins to be 
maintained m respect of secured advances etc Under Section 24, 
every banking cornpan} has to mamtam not less than 28*’© of the 
total of its time and demand liabilities in India at the close of anv 
da> of business in the form of cash, gold or unencumbered approved 
securities Besides the Act prescribes mmuaum standards as to 
paid up capital and agcregaie reserves A mmunum of 20'’o of lbs 
net profits have to be transferred every vear to a reserve fund b) 
every banking cornpan} A banking company is also required ta 
maintain b} vvav of cash reserve a sum equivalent to at least 
3 per cent of its time liabilities and 3 per cent of its demand habi 
hues These measures are meant to introduce sound and healthv 
banking practices and to check over trading 

(ii) Financial po/icy —Financial considerations relate to 
(i) the total funds at the disposal of a bank m the form of paid up 
capital reserves and deposits and (ii) the polic) of raamtaimns cash 
ratio to deposits In spile of the availabuit} of adequate funds with 
a bank, it mav not be in a position to lend to a hich extent because 
of the mamienance of a high cash ratio On the other hand, a 
bank with moderate funds raa> meet the financial requirement of 
hieh order by reducing its cash ratio The joint-stock banks m 
India are favourabl} placed in regard to total resources available 
In spite of the decline in the nurnwr of reporting banks, the fieures 
of paid up capital, reserve and deposits have shown a rising tendmev 
m recent >ears and the cash ratio a dcclming one, as shown b*1o^ 

Resources of aU Commercial Banhs^ 


(Rupees in cror^) 


leor 

No of 
reporting 
banks 

Paid up 
capital 

Feserre 

Deposits 

% of 

to deposits 

1950 

430 

403 

27 I 

883 9 

12-0 

1955 

476 

40-6 

35 6 

10S2 3 


1956 

443 

408 

36 7 

1J25J 


1957 

409 

406 

39 5 

ixt6 6 


1958 

383 

41 0 

41 7 

1562 2 


1959 

363 

41 2 

38 9 

I8I55 


1960 

344 

41 4 

334 

2001 S 

1 1 3 

1961 

29'> 

39 9 

*<6 5 

2088 9 


1962 

'>76 

43 5 

407 

2273 6 


1963 

248 

440 

43 9 

2515*0 



1 Reserve BanV of India— SUiisucal Tables reJatiBE lo Banks in India. 


Short-lcrm Finance in India 277 


It may be noted that the deposits of Indian banks have shown 
a rising (rend since 1950 and the cash ratio has shown a declining 
tendency These tendencies are noticeable m spite of the number of 
banks having gone down due to amalgamation and with greater force 
m the ease of scheduled banks The reserves have also shown a 
rising tendency The deposits of scheduled banks rose from Rs 846 5 
crorcs m 1950 to Rs 1953 4 crorc* in I960 and Rs 2481 crorcs m 
1963 With a declining ratio of cash todeposits, a declining tend- 
ency IS also noticeable in respect of ratio of paid up capital and 
reserves to total deposits of our banks as shown below 


Ratio of paiil-up capital and rcterve* to total depo»it» of 
fndifln Jolnt~Siock Rankt, J939-1960 


End of 

Scheduled Banks 

Non-scheduled Banks 

All Banks 

1939 

13 

25 

14 

1945 

6 

11 

7 

1950 

9 

2J 

9 

1955 

7 

18 

8 

1960 

4 

14 3 

42 

1961 

39 

14 5 

42 

1962 

4 

14 6 

42 

1963 

38 

14 7 

39 


U will be observed that the ratio of paid-up capital and reserves 
to total deposits declined steadily from 14 m 1939 to 11 in 1952 
There has been a sharper decline since then to 8 m 1954 and further 
decline to 4 2 in 1960 and to 3 9 in 1963 Though this progressive 
decline in cash and liquidity ratios of banks is an indicator of greater 
capacity of banks in regard to advancing money to industry, it is 
not safe to allow a further decline in this respect In view of the 
rising demand for bank credit anticipated m the Fourth Plan period 
and in the interest of a balanced growth of the banking system, 
it IS important for banks m general to prevent a further decline 
m the liquidity ratio and in appropriate eases to strengthen their 
liquidity 

Growing assistance to industry 

With the growing prosperity of banks the growing importance 
of bank credit to industry is evidenced by the large volume of credit 
made available to industries during the period of the first three 
plans During the five-year period I9SI-S5, scheduled bank credit 
rose by Rs 169 crorcs of which credit extended to industries accoun- 
ted for Rs 69 crorcs or 41 per cent Bank credit to industry during 
the years 1956 60 accounted for a. much larger proportion, because 
of the increased impetus given to ’ndustrial development under the 
Second Plan Of the increase in scheduled bank credit of Rs 455 
crorcs, industrial credit amounted to Rs 342 crorcs or 75 per cent 
Thus, over the decade 1951-60, industrial credit increased by Rs 410 
crorcs or two-thirds of the lota! increases in bank credit, raising 
Its relative share from 32 per cent to 51 per cent 
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Increastflg back advances to industrv uere particularly signifi- 
cant during the latter jears of the Second Plan The sharp spurt m 
industrial advances was occasioned by the coming into production 
of new industrial units (particularly in engineering, sugar and 
chemicals) set up in the earlier phase of the Second Plan as well as 
bj the significant growth m the scale of production, following the 
larger availability of iron and steel The expansion also represented 
partly the impact of the rise in prices of raw materials and partly the 
build up of stocks in certain industries 

The trend of greater bank credit to industrv which began dunng 
the Second Plan period continued during the Third Plan is evident 
from the following figures 

Scheduled banks atlianees to major groups of borrowers 


(Rupees m crores) 



Borrow er 

October 

Amount 

1959 

April i96U^ 
Amount *0 

March 1965^ 
Amount % 

1 

Industry 

418 5 

44 7 

533 

47 4 

1287 

615 

2 

Commerce 

296 1 

31 6 

370 

32 8 

537 

25 6 

3 

Fmancial 

77 1 

83 

75 

66 

94 

45 

4 

Agriculture 

25 7 

27 

19 

1 7 

4 

02 

5 

Personal 

68 2 

73 

78 

69 

110 

52 

6 

Professional 

98 

1 1 

11 

I'D 

13 

06 

7 

All others 

40 0 

43 

40 

36 

50 

24 


Total 

935 7 

100 

1126 

100 

2095 

100 


It will be observed that from a 51*0 share at the end of the 
Second Plan, the share of industry rose to 61 5 per cent in March 
1965 While percentage share of industry m Bank advances has thus 
increased m recent years, the share of commerce, finanaal institutions 
and agriculture has slightly declined The share of the commercial 
sector m bank advances in 1955 was 50 per cent, while that of the 
mdustnal sector was only 34 percent The share of the former declined 
to 32 8 per cent m I960 and to 25 6’’,, in 1965, but that of the latter 
rose up to 47 4 per cent m I960 and to 6l 5% ra March 1965 
Financial sector took up 6 6 percent share m bankadtances in I960, 
but 4 5 per cent only in 1965 Similarly, the share of agriculture 
declined from 1 7 percent in 1960 to 0 2 percent m March 1965 only 
Scheduled banks’ advances rose from Rs 1126 cror« to 
Rs 2095 crores, a rise of Rs 969 crores or 86*o o\ er a period of 5 
years (1960 65) Of the increase, the major part was on account of 
advances to industry, which rose by Rs 754 crores or I41*<> Since 
the average annual nse m mdustnal advances during the 5 years 
(1960 65)^was above that in the bankcreditm these years, the share 
of industry m total advances rose from 47°o to 62*o From this 
point of view, the rise m industrial advances constituted 78*0 of the 
total rise m advances TTie fact that mdustnal advances at the end 
of March 1965 were distributed among only 48,000 borrowers 


1 Reserve Bank of India BiUIeljB Januaiy 15^ 
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accounts out of a total of more than 11,00.000 accounts, is an 
mdicatfon of the large average size of industrial advances as such ^ 
Industries assisted. The industrial advances in March 1965 
amounted to Rs 1287 crores The distribution of this amount 
among 18 important industries is shown below The three impor- 
tant industries, viz , cotton (ginning, pressing, spinnmgand weaving), 
engineering (heavy and light) and sugar are responsible for about 
51% of the industn<il advances The engineering industry alone is 
responsible for 24%, crHton for 19% and sugar (iDdudwg gisr) for 
about S^o Other important industries getting bank assistance are 
jute textiles (5%), plantations (4 2%). chemicals (3 2%), iron and 
steel (3 0%) vegetable oils (2 3%). public utilities (3 3%), mining 
(2 6''y), paper (2 5®o) and rayon (2 2%) These 12 industries took up 
as much as 79% of the advances 

/Ideaneea of BehettuUd bonks to industry 


(Rupees in crores) 



Mustry 

Dec 

Rj 

t955 

April 1961 

Rs ij, 

Afarch 1965* 
Rs % 

1 

Cotton 

49 7 

22 5 

145 08 

21 2 

247 24 

19 2 

2 

EjiginwriRg 

Jl 1 

14 1 

109 62 

160 

304 49 

23 7 

i 

Sugar & Cur 

25 3 

U 5 

100 79 

14 7 

100 67 

78 

4 

Iron £. Steel 

7 1 

32 

33 90 

50 

39 54 

30 

5 

Plantations 

— 



32 90 

48 

54 31 

42 

6 

Chemicals, etc 

97 

44 

33 01 

48 

41 13 

32 

7 

Jute textiles 

14 5 

66 

32 08 

4 7 

66 JO 

5] 

8 

VeeelabJe oils 

113 

5 1 

27 44 

40 

28 50 

23 

9 

Public utilities 

mt, 

48 

26 62 

38 

42 39 

33 

10 

Cement 

40 

(8 

18 53 

27 

21 8? 

1 7 

11 

Paper 

— 

— 

14 09 

2 1 

32 06 

25 

12 

Mining and 








Quarrying 

68 

3 1 

12 62 

1 8 

34 21 

26 

13 

Drugs and 








Pharmaceuticals 

—V 

— 

— 

— 

22 50 

1 7 

14 

Rayon, Nylon 
& Silk textiles 




10 56 

1 5 

29 25 

22 

15 

Other textiles 

154 

TO 

9 44 

14 

27 72 

2 ( 

16 

Rubber 








products 

— 

— 

6 88 

1 0 

18 36 

I 4 

17 

Fuel oil 

— 

— 

5 09 

07 

28 76 

22 

18 









leather goods 

— 

— 

2 86 

04 

5 10 

0 2 

19 

Others 

35 4 

160 

/5l 35 
\1277 

763 

18j 

. 142 12 

11 6 


Total 

221 0 

100 

685 63 

100 

1287 32 

100 


> Commerce daied 26-2-66 

Reserve Bank of India Bulleim. January 1966 
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The engineering group of mdustnes include both hea\-\ and 
light engineering, the latter getting greater proportion of bank ad- 
\ances The important mdustnes of the light engmeenng group 
gettmg adsantage of bank finance are automobiles, wire and wire 
products and bicjdes Out of 10,319 bank accounts of engmeenng 
industries as on 31st March, 1965, as mans as 8444 were those of 
light engmeenng mdustnes If the number of accounts is taken as a 
guide, the share of engmetrmg mdu$tr> is the largest followed b% 
cotton textiles, public utilities and plantations as shown below 


i\umber of bank aecotinti of geleeted inducfries os 
on 3tst Hlareh 1965 



Induslr) 

}tuniber of Accojnts 

1 

Engineering 



Hea\-> Engmeenng 1,875 



Light Engineering 8,444 

10,319 

2, 

Cotton Textiles 

5,757 

3 

Vegetable Oil crushmc and refining 



(including %anaspati, soap, etc) 

2,297 

4 

Public Utilities (e g., transport. 



communications, gas, clectncit>, etc ) 

i,6il 

5 

Textiles other than Cdtton, Rajon, 



Silk and N>lon 

1,868 

6 

Plantations 

330 

7 

Chemicals, Drugs and Fertilizers 

1,892 

8 

Ra\on, Njlon and Silk textiles 

1,530 

9 

Sucar and Cur 

520 

10 

Others 

1734 


Total 

48,328 


The nse m mdusina! adsanccs in recent scars has been shared 
b> all unportant sectors of radustrs, particularls engmeenng, cotton 
textiles and sugar The relatisc percentage share of engmeenng 
industr> m Total bank adsasecs (to all sectors of the cconoms) ro^^e 
from 4 8m December 1955 to 84 m April 1961 and 145 m 
March 1965, almost a threefold increase The reaxon is the coming 
into production of new induxtnal units set up durmg the Second 

and Third Plans as well as a significant growth in the xcale of pro- 
duciion of many units. The percentace share of sugar mdustrx in 
total bank ad\anccs went up from 3 9 m December 1^55 w 7? 
m Apnl 1961, but declined to 4 8 in March 1965 Other 
important mdustnes taking a large xharc of bank adsances durmc 
1955-^5 are cotton and jute textiles, iron and steel, chemicals ana 
paper The followmg table shows the relatoe xhares ofdmerenl 
mdustnes 



ShorHernt Finance m India 2S1 


P«rcenta"e share «/ industries in total bank adiancss 



Industry 

Dec 

i9S4 

Dec 

1955 

April 

I960 

It 

March 

1965 

1 

Colton Textiles 

106 

77 

11 0 

11 1 

118 

2 

Engineering 

39 

4S 

7 7 

8 4 

14 5 

3 

Sucir and Gur 

24 

39 

68 

77 

48 

4 

Iron and Steel 

10 

I ( 

22 

26 

19 

5 

Plantation 

— 

— 

1 6 

26 

26 

6 

Chemic.ils 

1 6 

15 

23 

25 

20 

1 

3ute Textiles 

24 

23 

22 

25 

32 

8 

Vccetdble Oils 

1 6 

U 

1 9 

21 

1 7 

9 

Public Utilities 

12 

1 7 

20 

20 

20 

10 

Cement 

02 

06 

I 3 

14 

10 

11 

Paper 

— 

— 

10 

t 1 

I 5 

12 

Mimnc 

08 

1 ] 

1 1 

1 0 

1 6 

13 

Electrical Goods 

— 

— 

07 

t 0 

_ 

14 

Rayon 

— 


07 

08 

14 

15 

Fuel Oil 

— 


03 

04 

1 4 

16 

Le tthcr 

— 

- 

03 

02 

02 


It wiU b« ob^ned from the abo\e bfmw that cemtnnew 
mdu$tneb ha'ic come into prominence as participints of bank 
advances m rtceni years \ir plantations, paptt and paper products, 
rayon nvion and silk, fuel oil and Ir jthcr and Kather goods The 
refatne share m bonk advances of jute, vegetable oiU, public utilities 
and coal mining, etc , has not substantially changed in recent years 

Basic principles of bank-leadiag 

Another weighty ftnancial consideration before a lending bank 
Is the s-itcty of the money advanced Safety implies safe custody 
and wte return The bank advancing money must make sure th it 
(he borrower will be able to rcpiy the loan from reasonable safe 
sources within the agreed period of time Safety is determined by 
the degree of conlidencc m the borrower In fact, confidence is the 
b.isis ot ill credit transactions No binker would ever be willing 
to adi .inie a lo in, unless he h is sufficient confidence m the borrow er 
about the pavment of mtercst and the repayment of the principal 
Confidence ot a banker is earned by character and therefore the 
fund.\mentil principles governing credit arc character, capacity 
andcipital which are known as three C's of credit . inste.id of the 
thrtc Cs some authors tall them os the thne R's, i e . reliability, 
responsibility .ind resources If looked at closclv it will be clear 
th it these features are not quite unrel ited A person w hose ch irac- 
ler and cap.icitv are good, is hkclv to have some capital as well 

Character ol the borrower mdicaUs his intention to repav the 
loan, wheaas his capacity and capital are the factors upon which 
depends hts ability to repay the money advanced. Jf a person’s 
intecritv j> laiown to be questionable, the banker will avoid him. 
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e\cn vihen he wants accommodation against a collateral security, 
because it may later on transpire that his title to the security 
deposited is defectnc m one respect or another ‘Honests’ alone 
does not constitute character There are se\eral other factors, for 
example, “the sobriets, the promptness of payment, good habits, 
personalitN, the ability and the uillmgness to carry a project through 
from beginning to end and the reputation of the people with whom 
he deals which go to make the character of a customer ’ ’ A man 
of character is more creditworthy than a man of property with all 
its uncertainties and with alt the attendant esils like false saluation, 
misrepresentation and malpractices 

With the impersonal relaiionsbip that has come to exist in 
modern large scale business the importance of the other two Cs — 
capacity and capital— has increased a great deal The former is closeh 
connected with the success or failure of a business If a customer has 
no msight into the particular business for which he wants to borrow 
funds from the banker, there arc greater chances of loss than of 
‘profit’ to the banker It is unwise to share w ith an mexpcrienced 
borrower, the risks entailed m entering into a cm line of which 
he knows nothing There cannot be any absolute certaints about 
the success of a bu<mess and m case there is a loss, the customer's 
capital should enable him to meet the loss without shifting it to 
bis creditors Hence the importance of the third C (capital) Some 
borrowers want their bankers to provide most of the capital 
required This js certainly not the business of the commercial banks 
but that of the proprietors of the business or credit msututioas 
specializing in long term loans If a customer is in possession of 
any two of the three C s to a sufficient degree and is deficient to a 
small extent as regards the third, Ibe banker may not mmd extending 
credit to him 

Classification of bank ad^'ances 

It IS probably on the basis of the degree of confidence that 
Section 20 of the Banking Companies Act classifies the bank Bd^ances 
as (i) secured, and (ii) unsecured An unsecured loan is one for which 
the banker has to rely upon the personal secunlv of the borrower 
The chief basis of such transactions is the personal credit of the 
customer When the banker has full confidence and unshakable 
belief m the honesty and the mtegntv of the customer, such advances 
emanate They are also termed as clean adsances since no lormaii 
ties of pledge, etc , are needed m this case Unsecured advances 
are not popular in India Most of the advances granted by banks 

in India are generally secured ones They hav e a backing cither of a 
personal security or of an impersonal one Personal security is an 
undertaking by some third person to be responsible for the repav- 
ment of an advance and mav take the form of a guarantee under 
hand or under seal, or a bond under seal, or a proraissorv note 
In all such cases, the remedy of the banker is a personal one, i e , 


X M L-TannaD Banking Law and Praettee in India 1954, p 200 
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jf the undertaking li not fulfilled and the advance is not repaid, the 
banker must take action to enforce his rights against the person who 
signed the undertaking In India the banker accepts promissory 
notes with a second signature, i c . endorsed by shrofTs, or 
managing agents of companies Even the Hundi is m effect a two- 
name paper The second category of secured advances lias a backing 
of some tangible and marketable securities, lodged or pledged with 
the lender, such as bonds, shares, merchandise, immovable property, 
life policies, title deeds, etc 

h may be noted that a major part of the bank advances in 
India )$ secured and only a small proportion of about ii%to i6”o 
advances is unsecured as shown below 


Secured and untccured adoanees oj scheduled hunks 

(Rupcss in crorcs) 


Date 

Secured 

Amount ”, 

Unsecured 
Amount ”n 

Total 

Tl-tl'S4 

31-1^-55 

31-12-60 

29-10-65 

467 2 
543 1 
1004 0 
1741 8 

83 9 

84 2 

88 8 

86 3 

89 7 

101 9 

126 0 

276 7 

16 I 
168 
n 2 

137 

557 0 
664 9 
11300 
2018 5 


It may further be noted from the above figures that the relative 
propornon of secured advances has gone up in recent years and that 
of unsecured advances has gone down In ]?54 and 19S5, secured 
advances were about 84% which went up to about 89"v m 1960 
On the other hand the percentage of unsecured advances felt from 
about 16 to II only during the same period 

This trend is in consonance with the progressive growth of 
joint'Stock enterprise in recent years on account of industrial bias 
given to the country’s economy since the Second Five Year Plan 
As a natural consequence of (he growth of jomt-stock form of 
business, the number of company borrowers has gone up and now 
about 83% of the bank advances are taken up by limited companies, 
where the relationship between the borrower and the lending bank 
is jess personal than it is in the case of partnership or proprietory 
concerns and banks The following analysis of bank advances 
supports this statement 

/ndiittrial advances of scheduled ban/.s according to 
type of borrowers 


(Rupees in crorcs) 
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Types of security 

Secured loans and advances form 85*^0 to 90“^ of the tola! 
loans and advances in India * The secunt> given for the advances is 
classified as follows 

(1) Government and other trustee securities , 

(2) Gold and silver bullion 

(3) Gold and silver ornaments , 

(4) Shares of joint stock companies 

(5) Merchandise , 

(6) Real estate . 

(7) Fixed deposits 

(8) Miscellaneous 

Since a large part of the bank advances is taken up b> limited 
companies, usually the manufactunng concerns, it is but natural 
that the most important securities offered are manufactures, minerals 
and industrial raw matcnals as shown below 


Statement Mhotang advaneea of scheduled banks against 
principal Opes of securities 

(Rupees in crores) 



Types of seainty 

7S JO^S 

30-]0^4 

29-10-6S 

I 

Food Articles 

49 04 

39 21 

107 91 

11 

Industrial Raw Materials 

99 69 

109 88 

11736 

111 

Plantation Products 

55 61 

62 44 

71 15 

IV. 

Manufactures and Mmerals 

57! 97 

695 59 

842 05 

V 

Other Securities 

437 37 

519 27 

603 34 


Total 

1213 68 

1426 39 

1741 8J 


Food articles include paddy, ncc, vvheat. gram, sugar and gur, 
vegetable oils and vanaspati, etc , and are offered as security against 
advances by ncc mills, flour mills, sugar factories, oil mills and 
vanaspati factories Industrial raw materials (item U) which serve 
as security for loans are groundnuts and other oil seeds, raw cotton, 
raw jute and hides and skins , they are offered to banks by oil mills, 
cotton textile mills, jute and leather concerns The tea, coffee, 
cashewnut and paper plantations take advances from banks on the 
basis of their own products The manufacturing industnes, viz., 
cotton textiles, jute textiles, iron and steel, mining concerns, chemi- 
cals, etc , mostly offer their finished products as security for loan^ 
Other securities include real estate, gold and siher, shares and 
debentures. Government and other tnistec securities, etc Advances 

are also granted to a small extent agamst warehouse receipts cover- 
ing principal types of commodities, viz., paddy and nee, wheat, 
sugar, cotton, oilseeds, jute, etc 

r NaJinkumarl Almaub Operations of the Reserre Bank of India • 

1960, p 30 
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Collateral Securily—McnUon may also be made of tbe much 
spoken term Collateral Security In general, the term applies to all 
types of security that run side by side with the banker's personal right 
of action against a debtor customer m tapect of an a.dv&rvx, i e , it 
applies to share certificates, bearer bonds, title deeds, life policies, etc , 
deposited by the customer as cover for an advance, and also to a 
guarantee or other seeurii) signed or deposited by a third parly as 
security for the customer’s overdraft In another sense, the term 
‘collateral security’ is applied to any of two or more securities that 
cover the same debt, as where the account of one customer is secured 
by two guarantees, or by a guarantee and documents of title 

Collateral security (apart from guarantees and bonds) may 
become available to a banker in one of four mam ways (a) Mort- 
gage , (b) Pledge , (c) Hypothecation , (d) Lien The first three 
of these are evidenced by an instrument containing the charge, the 
reason for it, the amount of the advance and other relevant 
particulars 

Guarantee — A guarantee is a contract whereby one person, 
the guarantor or surety, undertakes to be answerable for the payment 
of a debt or the performance of some act by another person, (he 
principal debtor Section 126 of the Indian Contract Ac! defines a 
contract of guarantee as ‘a contract to perform the promise, or 
discharge the liability of a third person m case of his default ” 
The contract of guarantee is therefore a secondary one, the guarantor 
being liable only if (he principal debtor defaults A guarantee 
may be cither oral or written A guarantor who fulfils his obligation 
and pays the creditor may sue the principal debtor for repayment 

When banker’s advances are not secured by means of coHalcra! 
securities and the personal security of the borrower is inadequate, 
guarantees play an important part The need for tbis form of 
security arises not only when an applicant for loan cannot offer any 
tangible security, but also when the banker finds that the position 
of the customer indebted to him has weakened as a result of the 
depreciation in the value of the collateral security deposited, thus 
leaving the banker’s advance inadequately secured A private 
company may be unable to offer adequate security to cover an 
advance needed by it but its directors who control the company 
may be prepared to offer their personal guarantees to secure (he 
loan The most imporiani form in which bankers gi\e accommodation 
wulwiit any collateral security, is the discount mg of clean bills 

Guarantees may be specific or continuing A specific or non- 
continuing guarantee is one in which the surety undertakes to be 
lisble only in respect cf a spectSc transactioii oc a fixed adi-ance 
Such a guarantee cannot be revoked by the surety until the loan 
is repaid A continuing guarantee is one in which the guarantor 
undertakes to be liable for tbe balance at any time owing on the 
debtor's account during the continuance of the guarantee up to any 
limit that may be specified This form is used whether the advance 
IS taken as a fluctuating overdraft or on loan account 
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Mortgage — A mortgage (other than a mortgage of land) is a 
con^ejance of the legal ownership of the thing mortgaged to the 
lender, the possession of that thing m some cases remainmg s\itb the 
borrower and m other cases passing to the lender ^\hether or not 
a transfer amounts to a mortgage will depend on the language of the 
documents creating the same In amvcjancmg, the formula is as 
follows “The mortgagor hereby comc>s, transfers and assigns 
unto the mortgagee his right, title and interest m the property to base 
and to hold the same to the use of the mortgagee subject to the pro* 
\iso for redemption bercmafter contained ” 

A Legal Mortgage transfers the ownership (though not neces- 
sarily the possession) of the propcrtv charged to the mortgagee, and 
gi^es him a ngbt to sell the property upon default by the mortgagor 
m paying the prmcipal or interest The mortgagor is left with his 
equity of redemption, i e , the right to claim the transfer back of the 
property on di'^charging the mortgage 

An Equitable Mortgage, which ma\ be created by deposit of 
title deeds with or without a memorandum, or e\en by a memoran- 
dum of charge without deposit of the deeds, gives the mortgagee only 
an equitable interest m the properly, which, except vnth the consent 
of the mortgagor, can be realaed only if the mortgagee obtains a 
power of sale or an order for foreclosure from the court 

P/edge— Pledge means the actual or constructive delnet) of 
goods or securities by a debtor to his creditor to hold as a secunrt 
for the debt Jt is an express or implied term of a contract of pledge 
that the ownership of the security remains vested in the pledger (he 
who deposits them) The nghts of the pledgee (who is m possession 
of the security) permit him to retain the security until pavment of the 
debt and, in case of default, to realize iL Under Section 172 of the 
Indian Contract Act, a pledge is dc/ined as a bailment of goods as 
secunty for payment of a debt or performance of a promise Delnerv 
IS necessary in order to complete a pledge It ma\ be symbohcaJ. 
as for instance, when the kev of a godown in which the goods arc 
kept, or documents of title relating to the goods arc dehvered- 
Further there may be delnen even when ‘there is no physical 
change m the possession of the goods In point of law, possession 
of goods may be changed by agreement without anv physical *^hange 
in their position or mthc position of the person who actually h°lds 
thenu'* SecUon 17S of Iwdvan Contract Act provides that if the 
pledger makes a default in the pavment of the debt bv the stipu- 
lated time, the pledgee has two alternative remedies open to him 

he mav either file a suit for the debt and retain the propertv 
pledged as secuntv or he mav, after reasonable notice, ^ell the 
properly, 

Bypothecniion — The term is strictly used to describe the 
arrangement whereby one person charges goods to another vviihoul 
delivering either the goods themselves or the documents oftiilc 
thereto In law, to create a mortgage of movables, appropmte 
words of transfer and conveyance are necessary and fora pledge. 
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possession is essential A transaction intended to be a security 
over chatties, in which there are no words of transfer and where 
the possession remains with the borrower, will therefore amount to 
an equitable charge which is generally known as hypothecation 
The instrument creating the charge is called a letter of Hypotheca- 
tion It IS a document of charge by which a customer pledges 
documents of title with a banker as security It authorizes the banker 
to deal with the goods in any way necessary, to insure and store 
them in his own name at the customer’s expenses, to pay freight 
thereon to the customer’s debit, to sell them if he deems fit, and to 
apply the proceeds m repayment of any advance or payment made 
by him on behalf of the pledger Should the amount so realized be 
insufficient to satisfy the banker’s claims, he still has recourse to 
the signatory to the letter of hypothecation for the balance due 
The object of such an authority is to ensure that the banker may be 
adequately covered in the event of the dishonour of the bills drawn 
against the goods, or in the event of the failure of the customer to 
repay the sum advanced 

ire/r— Lien is the right of one person to retain property m his 
hands belonging to another until his claims against the owner of the 
property are satisfied Thus a garage proprietor has a hen on a ear 
in his possession in respect of money due to him by the owner of the 
car Lien may be either parficw/ar or genera/ A particular lien confers 
a right to retain goods in connection with which the particular debt 
arose, whereas a general hen confers a right to retain goods, not only 
in respect of the debt incurred m connection with them, but also in 
respect of the general balance due by the owner of the goods to the 
person holding them Bankers have a general hen on all securities 
deposited with them as bankers by a customer, unless there be an ex- 
press contract, or circumstances that show an implied contract, 
inconsistent with hen A banker’s hen is an mphed pledge giving him 
a right, in case of default, not only to retain but also, after due 
notice to the customer, to realize securities of the customer and 
to apply the proceeds in satisfaction of his debt Banker's hen arises 
mainly over negotiable secunlics. c g , cheques, bills, notes, bearer 
bonds and share warrants to bearer Any such securities that 
come into the banker's hands in the ordinary course of his business 
as a banker are subject to his lien provided they are not deposited 
for a special purpose only (c g , safe custody) and that there is no 
agreement between the banker and his customer that can be regard- 
ed as negativing, or being inconsistent with, the banker s right 
of lien Thus, hen would attach to bills of exchange handed to a 
banker for collection but probably not to bills lodged to the express 
purpose of being presented for acceptance Similarly, a banker 
has no hen on a scrip certificate left bv a customer expressly for the 
purpose of being exchanged for a bond Banker's hen does not apply 
to securities specifically charged as cover for an advance because the 
superior right given by the charge overndes the inferior right of hen ‘ 

V S EThomasandM Megfah Frmeiplesof Banking, WS. p 57 
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No lien can anse tn respect of propem that cones into the banker's 
hands b\ mistake or to coser a specific adsance that is not sranted 

Bank accommodation or line of credit 

Few large manufacturing concerns can go without bank’s 
assistance E\er\ promoter must, therefore, discuss his requirements 
of finance with his banker, disclose the nature of the raw material 
and finished products and tr\ to am'C at an arrangement to get 
enough accommodation from the bank 

The arrangement tnth the bank coiers conditions and terms 
on which accommodation is granted b> the bank- The general 
conditions applicable to a cotton mill are gnen below* 

(1) The total adsance will not exceed Rs 50 lakhs 

(2) The securilv will be all Mocks of cotton \am and cloth 

(3) The amount of advance will be TS®© of the market salue 
of the cotton, jam and piece goods 

(4) ^^'he^e the adsance is against h\pothecation of the Mocks 
of cotton \ am and cloth, the Iwrrowcr wnl! alw'as'S see 
that there IS Rs 100 worth of goods hjpolbecaledfor esrr> 
Rs 75 borrowed b\ him 

(5) All stocks pledged or Mpothecated are mswed for 
Iheir full market value with an approved insurance 
companj 

(6^ Correct statements of goods bjpothecated willbefumi‘''rf 
to the bank under the signature of a dul\ authorized 
person everj week. In case of goods pledged, similar Mate 
ments will be furnished c\erv three months 

(7) The bank will have the neht to in'^pect the Mock anv time 
at Its discretion 

(8) Interest on the amounts actualJv borrowed will be charted 

at the rate of 2'*o o'cr the Reserve Bank of India raw 
with a ramimum of 5J®o P^r annum and will be recovered 
cverj quarter 

Other conditions and more details of the above conditions are 
found in the printed documents executed bv the borrowers m favour 
of the bank. The banks entrust the borrowers with larce amounts 
and expect utmost accoracv and honcstv from them- 

Classification of advances 

Usual methods of granting accommodation in India are two 

(i) Grantine advantrs Joans overdrafts and ca«h 
credits , 

(ii) Di^countinc bills hundis ard other conmercial 
papers 


i\ R Sonalker Jnduslnal Orpn'i-taiotie’idJaduanalFT/tstee, 19^9 ^ > «S. 
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(i) Cash CreihtB, Overdraft* anil Loiin* Advances by 
Indian Banks generally take the following three forms (a) Cash 
Credits , (b) Overdrafts (or demand loans) ,and (c) Loans 

(a) Cash credit — Cash credit is an arrangement by which 
a banker allows his customer to borrow money up to a certain limit 
against either a bond of credit by one or more sureties, or certain 
other securities This is the most favourable mode of borrowing by 
large commercial and industrial concerns in India The advantage 
IS that the customer need not borrow at once the whole of the 
amount he is likely to require , he can draw such amount as and 
when actually required He can put back any surplus amount 
which he may find with him for the time being The banker granting 
cash credit and overdraft facilities has to estimate the amount 
of his customer s requirements, and in case the actual drawings fall 
much below his estimate, he may lose interest on the funds remaining 
idle In order to provide against such a contingency, generally, 
banker's cash credit agreement stipulates one-half or one quarter 
interest clause, according to which the customer has to pay interest 
at least on one-half or one-quarter of the amount of cash credit 
allowed to him, even when he does not use that amount Although, 
in practice, clean loans on personal credit of an individual of un- 
doubted means and character, turn out to be just as safe and 
satisfactory as any other, yet an Indian banker, partly due to his 
innate conservatism and partly on account of the tradition established 
by the old Presidency Banks, insists on having paper with at least 
two names as security for his advances, as a dean advance on a 
single name promissory note unsecured by collateral, is looked upon 
by him as not quite secure 

The security offered in case of cash credit is either a commo- 
dity, like foodgrains, or manufactured articles The security has 
to be properly stored m a recognized warehouse or the bank’s own 
warehouse It is the kind of security offered which distinguishes il 
from overdraft The usual security offered for an overdraft in a 
financial centre, like Bombay in order of importance, would be stock 
and shares. Government securities, personal credit, etc * Interest 
charged on cash credit is higher than that charged on overdraft 
Interest has to be paid only on the actual amount overdrawn and 
not on the maximum amount permitted to be overdrawn 

Every factory, working on a fairly large scale, must have cash 
credit arrangements with its bank to cover the stocks of raw materials 
for 3 to 6 months, which u may be required to keep on hand and 
to take care of the finance that may be required for holding the 
finished products until they arc sold and delivered The arrangement 

be tt* Jsdfe rnre of ihr mmyixny-s jircd for 

finance if there is a setback m sales 

(b) Oxcrdrafts — When a customer requires temporary accom- 
modation. he may be allowed to overdraw his current account, 

1 NalinVumar I Almiula Oprrollimtof ihr Resenr Bank of tndXa (/9J^54). 

1960, p 31 
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usually against collateral secuntiK From the customer’s point of 
Mew this arrangement like the cash credit is advantageous as he is 
required to pa> interest on the amount actually used b) him The 
essential difference between a cash credit and an overdraft is that 
the latter is supposed to be a form of credit to be made use of 
occasionall>, whereas the former is used for long terms b> commer- 
cial and industrial concerns doing regular business Overdraft is 
more suitable for lendings of smaller amounts than in the case of 
a cash credit The interest charged on overdrafts is lower than that 
charged on cash credit The rate of interest charged in each case 
varies according to the financial standing of the customer, and the 
availability of loanable funds The interest is paid onlj on the 
amount overdrawn and not on the maximum limit allowed 

Documents taken to secure cash credit and overdrafts should 
provide for continuing secuntv, i c , the secunt> should not dimmish 
or lapse m case the account is reduced or brought in credit Other- 
wise the documents would not cover any subsequent rfefiit entnes m 
the account It is particular!) necessarj m case of accounts guaran- 
teed b> third parties 

(c) £.oa/tr~\Vhen a banker makes an advance m a lump 
sum the whole of which is withdrawn and js supposed to be repaid 
general!) wholly at one time is called a loan If the customer repajs 
the same either wholl) Of partiall) and wishes to have accommoda- 
tion subsequently, the latter will be treated as a separate transaction 
to be entered into if (be bank agrees to do so and subject to such 
terms as the bank may like to impose Thus the bank does not 
suffer anv loss of interest as a result of carf)mg excessive cash which 
IS necessary lo the case of ca>h credit and overdrafts Loan accounts 
are said to have a lower operating cost than cash credits and over- 
drafts because of the larger number of operations m the case of the 
latter as compared to the former and consequent!) a lower rate of 
interest on loans appears Co be justifiable than in the case of over- 
drafts and cash credits 

This IS the simplest form of lending Cash credits and over- 
drafts are mvanably used for trade and business, but loans are 
frequently raised for non trading purposes as well Loans are made 
for longer periods than overdrafts or cash credits, bui rarely extend 
beyond a year In case of business loans the collaterals used m 
order of importance arc Government securities, real estate, and 
stocks and shares In case of personal loans, however, the colla- 
terals used are real estate, ornaments, and, very seldom. Government 
Securities 

The amount of loans, cash creditsand overdraftsalmost doubled 
during the decade 195J 61 The Indian scheduled banks advanced 
under this head Rs 533 66 crores in 1950-51 which went up to 
Rs 1127 74 crores b) J960-6J The upward trend has continued 
thereafter also The advances of Indian scheduled banks in 1964-65 
came to about 80 per cent of ibeir total short term advances 
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exduiiing ‘money at call and short notice' »’bich represents simpJy 
intcr>bank dealings The following figures may be of interest 
Different types of mltanns of ScheihilciJ Bonks 


(Rupees in crores) 
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It wfl be seen from the above figures that bank advances in 
the form of loans, cash credits and overdrafts have increased m 
absolute terms as well as m relative terms in recent >cars consider- 
ably Their rehiivc percentage in total bank investments has gone 
up from 80 4 in 1955-56 to about 84 4 in 1960 61 and to 83 6 m 
1964-65 In arriving at the above percentage the amount of column 2 
(i c , money at call and short notice) has been excluded as it repre- 
sents mostly intcr-bank dealings and does not come in the category 
of industnaf loans or advances 

Afone) at call and short nottce—The calf money market is 
almost entirely confined to inicr-bank dealings Other institutions 
and individuals sometimes enter the market as lenders The call 
money market is more active m Bombay than m Calcutta In Madras 
It IS insignificant In all the three centres (he Exchange Banks are 
the mam borrowers In Abmcdabad a call money market also 
operates among groups of private traders who lend and borrow 
amongst themselves ovcrmcht loans at an agreed rate of interest 
The scale of operations, however, is not significant 

Call loans enable b inks to employ their surplus funds profitably 
for very short periods of tune like a day or two Call-loans arise 
because of the surplus funds left with the banks Large variations 
in the amount of the surplus funds occur according to the seasonal 
stringency or shekness The only alternative to call loans is to have 
idle cash or to invest the surplus funds m advances jo customers and 
in the Government Securities, which on the ivcrage earn much less 
than demand loans (overdrafts) During the slack season vvhen 
there is a surplus of funds, the call loans arc based on the idci that 
some return is better than no rcium and that the banks could recall 
the loans when the busy seasons returns As already stated, the 
Exchange Q-vnks arc the mam borrowers Their investments arc 
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highly liquid and include a large portfolio of bills and, therefore, their 
cash reserves are rather low compared to those of other Indian 
banks But they have a high reputation and therefore, can borrow 
in the market whenever they need cash, even though they have low 
reserves When the amount of bills offered exceeds the amount of 
bills maturing, temporary stringencies arise for them They tide 
over this stringency by borrowing money from the other banks at call 
or short notice m the market In addition, such borrowings are the 
means of mobilizing funds and employing economically such money 
as IS available at the height of busy season 

Unlike call-loans in London, which are secured by collateral in 
India inter-bank call-loans are unsecured 

(n) Discounting of liiUa The most important form in which 
bankers give accommodation without any collateral security, is the 
discounting of clean bills This form of employment of a substantial 
part of the banker’s funds is very popular with the commercial banks 
m the leading European countries India’s commercial banks do not 
employ their funds in the discounting of bills to the same extent as 
do the European banks though there has been some improvement 
m this direction in recent years, particularly since the introduction m 
1952 of the Bill Market Scheme by the Reserve Bank of India The 
reason for the unpopularity of bills with Indian Banks is the lack of 
liquid resources to the same extent as their conferers in England have, 
because most of the deposits of banks m India are not payable on 
demand or at very short notice Moreover the yield from Govern 
ment securities is usually higher m India than m England 

In 1951 the Indian Scheduled Banks purchased bills to the 
extent of Rs 15 6 crores only The amount employed by these 
banks in discounting bills rose to Rs 38 8 crores in 1952 when the 
Reserve Banks’ scheme was introduced Since then Indian Banks 
have made an increasing use of this system of employment of their 
funds, so that m 1955 the amount employed was Rs 105 9 crores 
which rose to a peak figure of Rs 171 3 crores in 1957 In the next 

two years the amount declined considerably, but again showed an 

upward trend having reached Rs 157 5 crores in 1960 This is 

about of the total short term investments of scheduled banks 

OutofRs 1 57 5 crores spent on purchasing bills of exchange in 
JLs JJ05 crores xvnre ojojualand biVs and Rs 46 6 crores 
on foreign bills 

Advantages of discouoting of bills.^ Discounting of bills 
is advantageous to commercial banks in many ways 

(I) Certainty of payment on due flate The money invested 
in first class bills is realized on the due date The first reason is that 
the businessman who has accepted a bill endeavours to honour it, as 
otherwise his credit suffers The second reason is, if the acceptor 
fails to make the payment on the maturity of the bill, the banker 


‘ML Tannan Banking Law and Practice in India, 1954 pp 275 76 
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will get his money from bis customer, the drawer or one of the 
endorsers more particularly the customer for whom he discounted 
the bill 

(2) Employment of funds for n definite period The 
banker is able to employ his funds for a definite period and by 
judicious selection of the maturities of the bills he can so arrange his 
investments as to enable him to meet all his foreseen demands with- 
out keeping his funds idle for any time 

(3) Liquidity These bills constitute securities of ,i very 
liquid nature and can be used for strengthening his cash reserve In 
case of urgent or unforeseen demands, the banker can convcri bills 
into cash by getting them rediscounted with the Reserve Bank of 
Ind^a Thus, a bank with a very large part of Its funds in bills can 
do with comparatively smaller cash reserves than those with smaller 
bill portfolio 

(4) Freedom fromfluctuationa in prices Commercial bills 
arc not subject to price fluctuations like the stock exchange securities 
and are therefore advantageous (o bankers 

(5) Higher yield The yield from the discounting of bills is 
slightly higher than that from loans or advances, because in the 
case of the former, the interest known as discount, is deducted at the 
time of discounting the bills, whereas in the later case, it becomes 
papble only when the principal falls due or is payable quarterly, 
naif yearly or yearly If a banker invests Rs 1 crore m discounting 
bills for 3 months at 5" and another banker invests an equal amount 
in loans for the same period and at the same rate, the former is able 
to earn about Rs 6,600, i e , 25'’^, more than the latter The return 
per cent per annum is shown m the following table m both the cases 

By Interest % By Discount o 

5 5 2631 

6 6 3829 

7 7 5268 

8 8 6956 

9 9 8901 

10 U Mil 

(6) J\eio dccoiinis Banks discounting bills are able to 
attract more customers, because parties who have to make payments 
of bills generally open accounts with banks holding bills drawn upon 
them 

Reasons for the restricted use of bills in India 

£vcn tlioitah there is discountiiig of bills and the swtem is 
gaming popularity, there ts no true bill market in India Most of 
the bills that are discounted by banks are held till maturity and 
in case of export bills they arc discounted in the London money 
market by the Exchange Banks because they have an easy access to 
that market and it is also said to be economical for them The chief 
reasons for the restricted use of bills in India are . 
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(J) jSo direct link between the Reserve BanJ and the 
Indigenous Banker In the unorganized sector of the inonev market 
the lack of the de\elopment of broadK ba^ed hundj market could be 
attnbuted to two important causes One is the ab'.enw of an% 
direct Imk between the Reserve Bank and the jndj«’enou5 banker. 
This means that the indigenous bankers could not redi'count the 
hundis in their portfolio with the Rc<erse Bank when the> n’^ed 
more cash Second is the refusal of the Re^ene Bank to recognize 
hundi as equal to a bill of excbance in the conscniional sense of the 
real bill doctrine 

(2) 'No homoifeneit^ of customs governing hundis The 
lack of uniformitj in the customs gosemme the hundis is another 
reason for the relaii>f unpopulaniv of commercial bills jd India. 
If the hundis were drawn in a single lancuace without the Ions pre 
fatorj salutations and unnecessar\ creciincs and with their essential 
features deSnileh defined lhe> vsouJd circulate more freeh than 
the^ do at present 

(3) The system of Cash Credits and running Accounts 

The ba'ic reason for the failure of an acine biU market rs ih- prefer 
ance of busmes'znea in India for instruro*nts of credit oih-r than 
bills of cxchance The\ prefer advances in the form of cash credits 
and overdrafts from bani^ to djscouminc bills of exA’SC" for 
finaneinc their business needs Tbc populaniv of advances over fcDl« 
is proved b\ the fact that ih* ratio of bills discounted to advances 
amonc the assets of scheduled banks IS usually verv low It vanes 
between three and five per cent. The reason for the populaniv of 
cash credits and overdraftsis that thev are more comewxl and 
inexpensive compared to b Us In ih* case of cash credits, interest 
paid onlj to the extent that credits are used with half or quarter 
interest clause and the bank can withdraw credits in tie event of an' 
detenoration in the position of the borrowiriE parlv Tie commex 
cial banks too prefer loans and advances from the Reserve Bank to 
rcdiscountms bills 'vv^lh it. 

(4) Lack of factUues for rediscounting Before tie Reserve 
Bank of India was started the Indian jornt-stock banks, in cas* of 
need had to resort to the Imperial Bank of India for financial 
assistance and as the latter competed with lie former in comin"Tcia3 
banking business the joint stock banks prefcired to make use of 
ihsir Got emment secunties poitroho for loans frors tie lien central 
bankinc institmion instead of geiimc their bills rediscounted hv rt so 
as 10 avoid disclosins lie nam^ of iheir dienls wiosc bills liev h^ 
discounted- Moreover, the facilitv of rediscountmr was restricted 
to approved bills onlv 

(5) Absence of public warehouses There b^lflC lack of 
public wareiouses and codowns m India for siorfaac produce li* 
docuni'TitaTy b31s, whici would b“ more popular with Indian joint 
stock banks arc conspicuous bv ih-ir absence. 

(6) Small number of bonk ojfices Tbs absence cf a 
sufficient number of banking offices in the countn also accounts for 
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ihc Lick of popul irity of bilh of cjtch.ingc If goods arc sent from 
port towns to upcotintry places with no banking facilities the charges 
for the collection of bills drawn in connection with such consign- 
ments entail a heavy burden Moreover, this fictor also stands in 
the way of ascertaining the credit position of parties in comp iratiscly 
small places 

(7) The fwlutlun nj hrnneh hanUuif: The growth of branch 
banking and the use of telegraphic translcrs obviates the need for 
linancing trade transactions by means of bills of exchange To 
this cause may be added the improvement in means of transportation 
which makes possible the quick transfer of goods from one place to 
another, and to that extent reduces the period for which credit is 
required for a transaction 

(8) Siatujt tliity The high rate of stamp duty on bills in 
Indi 1 IS also a great handicap to the free use of commercial bills 

Dill Marhet Scheme 

The banking authorities m India have been trying for a long 
time to establish a discount market on the British model The 
Reserve Bank of India since ns inception has directed its attention 
m this direction The Reserve Bank directed its efforts in two 
directions firstly, it tried lo develop a direct link between itself and 
the unorganized sector The essence of this cITort was an olTcr to 
rediscount of approved indigenous b.ankcrs, provided they 
agreed to accept certain conditions advanced by it Its cfTorts. 
however, failed to m ike any he idway 

Secondly, it attempted to develop the li ibit of rediscounting 
bills in the orginizcd vector both among the scheduled banks .and 
the co-operative banks Jt developed two scbimes for the sirgamrcd 
sector one for the LO-opcrMivc hanks and another for scheduled 
bulks In both schemes It has been successful parliciilary in ific 
bill market tchemc Jor scheihiletl banks 

To promote (he habit of dealing in bills and rediscounting 
them, among (he scheduied banks the Reserve Bink made a begin- 
ning with treasury bills It is (rue that treasury bills arc entirely 
ditfcrcnt from commcrcnl bills m purpose and contents Hut at the 
time they were the only assets approiching bills of exchange and 
were available m suflicicni amount (excluding hunths) The treasury 
bills were discounted by the scheduled bnnks with the Reserve Hank 
rcgul irly and in substantia! amounts 

Though the value of bills discounted by the scheduled banks 
nearly doubled during the war period, yet it rcdcclcd more the war- 
time inflation of prices th in an increase in the popufaniy of the use 
of bills of exchange The idea of developing a bill market received 
new impetus during the Korean War boom In late 1951 the 
Reserve Bank was faced with a new monetary situation A credit 
intlaiion of serious proportions had occurred and llic Reserve Bank 
was faced with the problem of establishing its control over bank 
credit It may be recalled that to check this new inflation the 
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Recenc Bank raised its bank rate from 3% to 3|%,andni2dea break 
\\ilh Us long established policj of bUMng and selling Go\eniinent 
securities at the initiatne of the commercial banks \\ ith this break, 
an altematnc means of introducing an clement of credit ela'^licit' 
m the mone\ market had to be found The Rcser%c Bank found the 
answer in a bill market A bill of ctcbangc svould pzo'^ids the 
neces';ar\ credit elasticit\ to the monc\ market The supph of bills 
could be increased during the busv season and dccrca'^ed during 
the slack, as the matunng bills would be liquidated to suit the 
decreased need of the market Therefore after consultations with 
the leading bankers of the coumr\ the Res-erse Bank announced in 
Januar) 1952 a scheme for the creation of a btl! market 

Under this scheme the Reserve Bank announced its readire^s 
to make demand loans to ‘cbcduled banks against the ‘^ecuntv of 
their demand promissors notes supported b\ usance promissory 
notes of their constituents As an inducement to banks to popu 
lanze the bill as an instrument of credit, the Bank offered to make 
such advances at J per cent below ihe bank rale and to bear half 
the cost of the stamp duty incurred in comening demand bills into 
time bills The matimura value of indmdual bills tendered to the 
Bank was fixed at Rs 1 lakh and the minimum limit for a «U3cIe 
advance at a time at Rs 25 lakhs The «-cheiae was onpnalh 
reslncted to scheduled banks with depoMis of Rs lOcroresason 
December 1951, but has since been extended to scheduled banks with 
total deposits of Rs 5 crores and over 

From the very bepiming the scheme vboyyed signs of success 
Wiifam the first three roonibs of its operation the amount of 
adyanccs under it reached a figure of Rs 28 crores 

The facilities ayailable under the scheme hay e been pregres* 
snely liberalized as its yvorking demonstrated the need for it The 
Indian Banks’ Association represented to the Reserye Bank that tie 
eligibility requirements fixed initially were too restnetne and, conse- 
quently, very few banks could take advantage of the scheme There- 
fore, It was decided in June 1953 to extend facilities under the 
scheme to scheduled banks having deposits (mcludmg deposits out- 
side India) of Rs 5 crores or more, provided they w ere in possession 
of a licence granted by the Reserve Bank as required by lie Bankins 
Companies Act. It was further decided, for a period of one y ear in 
the first instance, commencing from October (, (9SS, to reTunrf 'jriV 
cost of the stamp duty as was in excess of one anna per thousand 
rupees, instead of half the cost of the stamp duly as onginallv pro- 
vided for m the scheme In 1954 the Reserve Bank decided to 
extend the facilities under the scheme to all scheduled banks in 
possession of a licence from it. irresivectiy c of the size of their 
deposits It was also deaded to lower the minimum limn of advances 
under the scheme from Rs 25 lakhs to Rs 10 lakhs and the minnijm 
amount for each individual bill from Rs 1 lakh to Rs 50 000 
These limits for each advance and each bill were further reduced bv 
Stases to Rs 1 lakh and Rs 10,000 respectively in October 1959 
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Sintc 1955 cxtlningc b, into heg in to evince t-on’*iiltr<ihli; inlcrot in 
the Util Market Scheme Smic 1959 U lus been decided t» cnicniJ 
ratililtcs under llic stltcmc during the datk season only to such 
banks ,is had taken advances m the earlier busy season and to restrict 
tlic relative credit limits to each of them to the maximum amount 
of Its borrowing during the earlier busy season Tins is intended to 
reinforce tlic restraining mnucncc ot the other measures, having 
regard to the pattern of utduation of rncilitics under the Ehll Market 
Scheme The Reserve Rank operates its general credit control in a 
Rcsiblc manner so as to meet the credit needs of specific sectors 
The Hank .igrccd in l%l-f>2 to sanction larger limits to banks 
under the Ihll Market Scheme on bills by sugar and jute mills so as to 
enable them to meet the special difficulties of sugar and jute mills 
Similarly, witii a view to encouraging banks to afford increased 
assistance to small-scale industries and the co-opcralivc sector, the 
b IS 1 C i|uola allowed to each bank for borrowings at the flank rate 
was enhanced -since January l%2 by an amount equivalent to the 
increase in the average of their hians to imall-scale industries and 
co-opcralivc* institutions, in the first half of 1901 over the correspond- 
ing period of I960 lluis, the scheme is g.uning popularity and its 
introduction by tlic Reserve l>.mk lias been a step m the right direc- 
tion in the Hank's c/Toris ti> provide clastic credit ihroughlhedevclop- 
ment of a bill market 



15 


Determination of Income 


The basic principle uith regard lo income IS that it originates 
in the market place meaning lhcfcb> that it begins with an exchange 
To express the idea m simple words il can be said that onlv a sale 
can produce income In this sense the income is flowing into the 
business throughout the jear and is being recorded as the flow of 
realized salues into the concern IBroadl> speaking the income 
as it flows into the concern from da> to da> it gets mixed up m the 
circuit flow of current assets according to the da> to-da) dcasion 
taken by the people concerned with the administration and manage 
ment of the concern The realized \alues enter into the circuit flow 
of current assets in the form of payments for raw materials, wages and 
other expenses In the broad an5 real sense of the term management 
of income applies to these day to day decisions of the management bi 
which the realized values arc put to various uses in running th- 
business with a view to earn a profit In the narrow sense the term 
15 applied to the computation and appropriation of the gross or net 
income at the end of an accounting period, usualK a vear The 

surplus or profit is determined and decisions are taken with regard 

to Its disposal for creating reservesor for pavmeats of dividends In 
this sense income is a monetary expression representing an increase in 
wealth accruing to the owners of the business during a given period 
(usually a year) resulting from the employment of capital or the 
rendering of services Gross income is the fruition of money (or 
the equivalent of money), affected within the period of all those 
elementary services which arc the components of enterprise opera 
tjons When the goods are sold for cash the fruition is in monev 
but when they are sold on credit the fruition is in equivalent of 
money payable after the usual period of credit Net income is 
obtained by deducting costs of production, other operating expenses 
interest, depreciation etc , from the gross income 

The gross and net income mav not denote the same thmes m 
the accounts of all enterprises and in all countries The practices of 
calculating the income and the methods adopted for the purpotf 
fay diflerent enterprises may differ from each other according to the 
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policies of income reporting followed by those responsible for the 
administration and management of enterprises or according to the 
purposes for which the income is being calculated The method 
adopted for calculating the income for tax purposes may differ from 
the method adopted for finding out the income for amalgamation 
Jn Indi.i the procedureof computing the profit and loss of the 
joint stock companies has been laid down by law in detail The 
requirements of law governing the profit and loss account of a com- 
pany are given in Part H of Schedule Vf attached to the Companies 
Act 1956 The profit and loss account has to show clearly the 
various items relating to income and expenditure of (he company 
arranged under most convenient heads and it has to disclose separa- 
tely the information required by law TTie profit and loss account is 
to be made out in such a way as to disclose clearly the result of the 
working of the company during the accounting period The income 
side of the profit and loss account has to show (J) the turnover 
(total sales less the amount of goods returned, price adjustments and 
trade discounts), (2) investment income. (3) income by way of other 
interest, (4) profit on sale of mvcsirncms, (5) dividends from sub- 
sidiary companies, (6) miscellaneous income like transfer fees, rents, 
etc , (7) closing stocks of raw mjieruls. ivork*in-progress and finished 
goods (to be given separately) (8) amounts withdrawn from reserves 
and provisions previously made, and (9) extraneous profits arising 
from abnormal, exceptional or non-recurring transactions, and from 
a change in the basis of accounting (e g , a change in the methods of 
stock valuation or in (he method of calculating depreciation) 

The expenditure side of the profit and loss account has to show 
(1) slocks and purchases of raw matenals m the case of a manu- 
picturing company or of saleable goods in the case of a trading 
company, (2) stores, and power and fuel consumed, (3) employees’ 
remuneration and benefits, (4) repairs, (5) selling expenses, (6) interest 
on longterm borrowings, (7) other expenses (rent, rates etc), 
(8) depreciation, (9) taxes on income, (10) loss on the sale of invest- 
ments, (1 1) donations, (12) extraneous losses (losses from abnormal 
or non-recurring transactions or from a change in the basis of 
accounting), (13) transfers to reserves, (14) other provisions, 
(15) payments of remuneration, commission, allowances, pensions, 
etc, to managements, (16) payments to auditors. (17) payment of 
previous years' (unpaid) expenditure, and (18) dividends 

The form in which the profit and loss account is to be prepared 
IS not indicated in Part II of Schedule VI But usually it is prepar- 
ed in two parts the first part may be termed as the profit and loss 
accuemf concamiag the items relating to all O pes of income and the 
Items of expenditure chvrgcablc to income ; the second part may be 
termed as the appropriation account showing the appropriation of 
net profit for purposes of reserves and dividends 

The law has laid down the detailed information v/hich has to 
be disclosed m the profit and loss account along with the major 
heads under which the different items are to be grouped. This 
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arrangemenl is helpful to the shareholders in undcrsiandmn the 
process of determining the profits as well as the nature of the 
expenses charged against the income In cours** of time numerous 
abuses had crept into the managing agenc\ s\ stem and a ver\ sub- 
stantial portion of the earnings of the companies was being appro- 
priated b> them for themselves b\ adopting various dubious 
methods Without disclosing difTcreni tvpes of charges «-eparatcl\ in 
the final accounts This is no longer pov-itblc now as most of the 
Items of expenditure subject to corrupt practices and questionable 
methods of charging are now required to be ‘•taied ‘‘•eparaieh und*r 
distinctive heads eg, the interest on lone term borrowings (deben- 
tures and fixed longterm loans) and pavracnts to management are 
required to be ^hown m sufficient detail prescribed b\ law to indicate 
clearlj the nature of pavmcnts to mandgement 

The government has succeeded in compeJJmg the managemeals 
to place before the shareholders a detailed information with regard 
to the vanous items of income and expenditure to enable them to 
understand clearl> the ‘ources from which the income has been 
derived and the nature of the vanous items of expenditure which have 
been charged aeamst income 

But the t>pe of profit and loss account which is being prepared 
incompliance with the requirements of Companv Law is not verv 
helpful for managenal and admmiviralne purposes This is because 
the account is not required to be prepared m a manner so as to show 
the gross and net income, operating and nonoperating income 
operating and non-operatuig expenses, fixed and variable charges, <tep 
bv step and stage b\ stage beginning with the gross income from 
sales and ending with surplus to be earned lo the next accounting 
period This tvpe of information and analvsisis verv e^'sential for 
the puipove of companion of grovs and net income, operating and 
non-operating expenses, fixed and variable charges with similar items 
of previous accounting periods b> reducing the total figures to van 
ous tjpes of ratios relating to the capital emplojcd or the volume of 
sales Thist>'peofana]>sisand compan^n reaJJv fonn the basis of 
verv important managerial and adnunistratnc decisions for makins 
the necessaij changes and adjustments in operating and financial 
policies and practices to obtam best possible results 

The statements required to be furnished to directors and officers 
in charge of financial management are vomewhat different from those 
required to be presented to the shareholders in the form of annual 
accounts These statements are in suffiaent detail so that the p'en 
results maj be correlated with possible causes These statements nis> 
be called the Income Statements or Operating Statements These 
statements show the various steps in theauahsis and roanagment of 
income far moreclearlv than is done b> ordinarv profit and lo«^s 
account At each step the people responsible for financial manag-mert 
are fac^ with questions of pobcj which arc of far greater importance 
than the questions of mere accounting praaices The following dis- 
cussion will 'how that Compulation of income for each <tep is the 
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administration of income Foremost in the minds of the financial 
administrators IS the question of useful employment of income the 
remaining amounts being secondary comidcralions A theoretical 
proforma of an income or opcrdting statement may be given here to 
facilitate discussion 

Income or operating aiateincnt 

Rs 

i Gross fneome — representing gross sales, gross 


earnings, or gross operating income 5,00,000 

Deduct 

2 Cost of goods or services and operating and 

selling expenses 3,00,000 

3 Net operating incOmc — representing gross 

profits or manufacliinng profits 2.00,000 

Add 

4 Non-opcrating and other income— representing 

dividends or interest on investment 15,000 

5 Total operating and non operating income 2,15,000 

Deduct 

6 5 ixcd charges and non-opcrjimg expenses— 

representing interest on debentures, bonds, 
amortization, cic 25,000 

7 Net operating and non^opcraimg income 1,90,000 

Deduct 

8 Provision for taxes 80,000 

9 Net income or profit— representing surplus 
available for p.iymcnt of dividends and for 

being conserved 1,10,000 


Gross income in Item No 1 represents the total of all gams 
realized through operations — the normal processes of manufacture 
and sales or sales only (m the ease of trading concerns) or rendering 
of services (m the case of public utility concerns) Capital gams or 
non-operating income IS not included in this Item By the time this 
statement is prepared major part of the amount of cash representing 
gross income must have completed the circuit flow and may have 
been reinvested in raw materials or wages or may have been used 
in meeting the obligations of the business like the payments to credi- 
tors But some parts of gross income may still be in the form of 
receivables 

The cost of goods or services and operating and selling ex- 
penses included in Item No 2 comprising all expenses incurred in 
obtaining flic gross income hive to be deducted from this income. 
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The co<;t of goods vjld ina\ be airnwi at b> taking the cost of opmae 
stock, adding the co':t5 of matcnal'; wage« «alanes. depreciation 
charges etc . incurred during the accounting period and deducting 
the cost of the closing ^locC The operatinc and «.elJjDg expm'.es 
ma> include general, admini^iratn'c and selling expenses 

The Item \o 2 can also be designated sjmpK as ‘■'opcraling 
expenses” and the expenses comprised therein ma> be classified as 
‘lariable’ and ‘fixed* expense The sariabJe expenses incieasscr 
decrease uilh the changes m the solume of production wbdethe 
fixed expenses remain more or less constant despite the changes a 
the volume of output Lnder variable expenses mav be included ravr- 
materials, wages, fuel- power, etc while maintenance, sabnes 
lighting, rents, etc mav be caiegonred as fixed expenses Variable 
and fixed expenses mav abo be called direct and indirect expenses. 
The percentages or ratios of direct and indirect expenses are of great 
significance and importance to the financial management for control- 
ling the operating expenses and reducing the costs In calculating 
operating expenses not onl\ should the accrued and deferred expenses 
be properlj adjusted with regard to materials, wages and olis^ 
expenses but adequate provisions for reserve for purposes like depre- 
cialjoa, obsolescence, bad debts, taxes etc should aJs© be included as 
thev are to be regarded as expenses in earning the gross income 

The amount of net operatmg income is determined bv deduct- 
ing operating expenses (Item Ko 2) from the gross income (Iteta 
No 1) Theamount of net operating income is of great sigaificascsr w 
financial administrators regulating autboniies of public uiQitv enter- 
prises, and the secuntv anaJjsis, asjt represents the real index of 
the operating effinenev and success of the companv or the corpora- 
tion. Taken over a period of vears ngives an accurate idea of the 
stabihtv or unstabilitv, regulanlv or irregulantv of earnings On 
the basis of the behaviour of this item over a number of accountmr 
periods financial management lakes important decisions with regard 
to the inclusion or exclusion of different tvpes ofsecunties like the 
equin and shares, debentures and bonds la the capital slmcture cf 
the busmess unit and deiemunes their appropnaie proponions- 
Slabihtj of thisilemover a time acts as a green signal foTtbefinanetd 
management to embark upon a pregramme of trading on the equitj 
when borrowed capital IS rezdil> available m the capital market cn 
faiovrsiia Jenras Ti^.'s 5nw>2«?2, jwryerfi aje.’sgfd, rs-psrvnis tie 
figure, which the financial management of a competitive enterpnse 
would use for comparing the eflinenev of Its perfoimance with other 
sunilar enterpnses or for judging its own alnlitv to supponitsown 
capital structure adequalelj Themanacemenl wjJJ also «2!rh care- 
full) and closelv the behaviour of Ihi^ item over the business cvde 
as likelv to respond less directlv to diaiges in the size cf operating 
expenses (Item No 2) These observations will affect the choice and 
the decision cf the management to expand their business 

The income received from dividends, interests on bonds and 
notes receivable and from simflar other sources which does not result 
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directly from normal op^atioru is called non-operating income 
Under the head ‘other mcome' capital gams resulting from the sale 
of assets or speculative gams obtained from transactions like hedging 
contracts should not be included 

The total of Item Nos 3 and 4 gives the total operating and 
non-operating income from which the fixed charges and non operat- 
ing expenses are to be deducted 

Item No 6 comprises the expenses which are not directly 
related to the operations of the company and are therefore usually 
called non-operaling expenses Besides miscellaneous expenses they 
also include fixed charges which mainly consist of interest on funded 
debt Interest paid to banks and other current creditors is usually 
included m this item but some people mclade the discounts given to 
customers for prompt payment on the ground that this discount 
really represents the interest given to the customers (or the use of 
short term funds Interest on long term debt also includes instalments 
to make up the difference between the face value and selling price 
of the bonds or debentures if they were sold at a discount Rents 
on leases arc also sometimes included under this head as they 
represent fixed charges 

After deducting the charges included m Item No 6 from item 
No 5. net operating and non operating income (Item No 7) is ob- 
tained After making provision for corporate taxes (Item No 8), the 
net income or profit (Item No 9) is obtained 

The net income or profit can be used either for payment of 
dividends or for being conserved The payment of a corporate 
dividend is corporate consumption and what is consumed cannot be 
recalled however urgently the funds may be needed for some other 
essential purposes Therefore it becomes very necessary for a cor- 
porate unit to review its reserve policy before consuming or spend- 
ing Its net income Even if adequate provision has been made for 
depreciation, obsolescence, bad debts, etc , at the earlier stages of the 
operating statement, the advisability of providing for future growth 
should not he overlooked at this point because the mere fact that 
the net income is a positive figure or surplus does not warrant that a 
part of It should not be saved or set aside for future growth and 
development of the corporation It has to be remembered m this 
connection that the capital that has been earned is the cheapest capital 
that a company can employ, cheaper than any that it could raise 

Afler this a decision has (o be taken by ihc management wjih 
regard to the decJaraiion of the preference dividend This decision 
IS dependent upon reserve, surplus and expansion policies of the 
management, allhougb it is advisable lo pay the preference dividend 
first and then decide about the sixc of reserves, surplus, etc . and the 
p lymcnt of dividend to ordinary, common, or equity shareholders 

In the process of determination or computation of income 
certain types of mistakes arc likely to occur Some of them might 
creep m on account of inaccuracies in the process of accounting 
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but others might be the result of deliberate mientmn or unbound 
policy followed b> the manacemem 

Some of these error'' might re«;uU m an oserstatement of 
gro'.s income Omi'sion'; of ‘ales discount' allowances to cus- 
tomers and prepaid freichts will inflate the size of gross moome Jt 
has to be remembered that rebates and allowances for mfencir 
quabt>, shortages, breakage spoilage, etc , are deductions from sales 
mcome and not additions to operating expenses 

The mclusion of unrcalitcd gams m the gross mcome is also 
incorrect For citample, the inclusion of the total instalment sales zn 
the gross income., without talinc into account the costs of cofleciion 
and the losses due to defaults in pasTnent is not justified- E'en the 
realized gams resuliinc from the profit obtained on the sale of some 
of the Items of assets should not be included m the gross income 

An understatement of expenses also creates an erroneous 
impression and leads almost to the same result as an ot erstatement 
of gross income Expenses accrueiS bvt not paid mat be oierloclcd 
and not included in the operating expenses Taxes/ wages, salanes, 
adtertising charges etc due but not paid dunas the accounting 
penod should be included in the record of expenses otherwise the 
net operating income wtll be oxerstated. The difficultv m <3i<lingui'h- 
ing clearlv between repairs or renewals also somrtimes leads to 
understatement of expenses as major repairs max be treated as 
renewals and charged to capital account in pbee of expenses 
account 

Understatement of capital expense is also liheK to result if 
discount on bonds and debentures is not amortized. This w31 lead 
to the oxerstatement of net operating and non-operaling mcome 
(Item No 7) A niggardl> reserxe pohex is also lihelx to <how 
larger income than it reallx is for a correcl determination of incrme. 
The foregoing points haxe to be iaJ.en into consideration at the lime 

of the preparation of the operating statement- 
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Management of Income 


(a) Reserves 

Some part of the income is set aside, consened or reserved at 
various stages from the time it begins to flow m as gross income as 
fl result of saJes of goods and services up to the time of its tina! 
appropriation in the form of net profits or net income The reserves 
begin to appear quite early in the opeMiing statement in the form 
of amounts set aside for payment in the next accounting period on 
account of operating expenses like taxes which have fallen due but 
have not been paid Others like dividend cqutlizaiion reserve appear 
towards the end , they are deductions from profit or surplus and not 
from income Thus the reserves of a concern may be found scattered 
throughout the operating statement they may be m the operating 
expenses, among the fixed charges and taxes, or they may appear as 
deductions or appropriations from net income or profit In the 
balance sheet the reserves may be found among the assets, the liabi- 
lities or the net worth 

Some writers define reserves as a predetermination of money 
values — the values which will not be known before some future date 
Here the mam emphasis is on the uncertainty of the quantum as well 
as the lime of the amounts which are required to be reserved Other 
writers think that this view is not quite correct because the amount 
and the time of need of certain types of reserves like the debt retire- 
ment Sinking fund arc both known definitely Reserves, therefore, 
they say, arc required primarily to provide the means or funds for 
the postponed expenditure Perhaps it may be more appropriate to say 
that the process of making reserves is an accounting device for 
reducing the carrying value of an asset, recording a known or contin- 
gent fiabifity or appropriating avaifafifc current proffts The reserves 
may be divided into three classes 

(1) Tlte asset or the \aIuaUon rejenej— The values of assets 
shown m the books are derived from the transactions which were 
completed m the past and the process of creatina the valuation 
reserves represents an attempt to adjust the values of the past to the 
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present or the foreseeable future ^alues of the assets These resmes 
are created b\ a charge to the jncome for the currert accountme 
period and are sho\\'n as a deduction on the balance sheet fron the 
\alue of particular assets Valuation resers es maN be made in tb* 
case of assets like the accounts receuable ^n^eslments markelabi* 
securities, plant, machmerv and equipment and intangible ass-is •with 
a limited life 

The accounts of debtors or the accounts recenable are not 
alnass realized in full There is a possibiliis of some of thrs- 
accounis not being paid and thus becoming bad debts A p'ons ra 
for these estimated losses is made bs charging the estimated amount to 
the income for the penod dunng which the sdes were made This fro- 
Msion IS called a resene for bad debts or an allowance for bad debts- 
Iniestments m subsidiarj companies arc tisoalK earned in the 
books at cost and the marketable secuniies at the market salae or 
at a lower cost. But when thereaf^iears to bea permanent dedmr 
in the ^alue of Jong-term iniestmcnts or a s;gni*icantdsdineia tfcf 
salue of marketable secuniies a reserve js usuajjv madeb' chargins 
an estimated amount representing ibe ddference Ixnwe^ the cost 
and the current value, to the current income 

Pbvstcal wear and tear due looperaiicns, decline m usefidness 
on account of the development of better processes and equip^eat o' 
exhaustion of properties through extraciica bnng about s drfme m 

the values of business assets These los*^? of value are offset bv 
resen mg a part of the current income These provis oss are i-'^sllv 
called depreciation, obsolescence and depletion reserves. In all 
these cases the reserves are a result of the pohev densiosst^ea 
during the process of income determination and represent an e^ori 
to replace lost value with a gamed value 

(2) Ltahhi} reserrej — Some of the accrued expenses, taxes, 
pensions, and contingencies arc not deSmteh known at the end of 

the accounting penoi Tbev arc esscntiallv current Iiabikti'^whii* 
the business owes and intends to pav in the next accotmtingpenoi 
Bemg current liabilities tbev cannot properfv be rias'died as resm es- 
It IS advisable, therefore, lo include them in the list of liaWrties in tie 
balance sheet and avoid the use of the word ‘reservc- 

The difference between the asset and Jiabihtv reserves can be 
dear!) illustrated bv taking the example of d^reciation and 
reserves The savings from the dopreciation deducjions inav b* 
accumulating for vears and when finaBv the time for the replacement 
of the asset comes the managetocni might decide to resort to outs de 
financing for this purpose and leave the assets built up frera tie 
depreciation fund undisturbed- But the tax reserve will be required 
to be used for meeting the lax liabibtv in cash m the next accojnimc 
penod and the w orkmg capital has to be managed in such a wav *0 
that this expenditure mav be met coavcnientlv Thus the ass-t reserves 
will not require the paj mg out of cash immedistelv whe'easniH 
case of thehabihiv resen es an earh expenditure in ca'-i has to be 
anticipated. 
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(3) Het ■^otth or surplus resenes—'iheie reserves are created 
out of profits or surplus They represent restrictions on the use of 
retained earnings, increase the net worth permanently and are a 
part of the shareholders' equity The creation of these reserves 
simply means putting up of specific labels on parts of the retained 
earnings signifying the use for which they are meant Reserves for 
debt retirement sinking fund, for plant extensions, and for dividend 
equalization may be cited as examples of these reserves There is a 
significant difference between the asset and liability reserves on the 
one hand and the net worth reserves on the other the depreciation 
reserves or the tax reserves will be expended ultimately or shortly 
and Will be closed when they arc used for the purpose for which 
they were created , but a debt retirement reserve represents a saving 
and not an expenditure of the mcomc A word about hidden or 
secret reserves is also necessary They do not appear on the balance 
sheet although they form part of the net worth They may be 
created by the management to conceal profits from the eyes of the 
taxation authorities, the shareholders or the competitors so that 
less taxes may be paid, lower dividends may be justified or the 
competitors may be misled The usual methods for creating these 
reserves are to undervalue the assets by charging excessive dcprccia- 
lion or to put up larger liability reserves than are actually required 
They may also be created by charging capital expenditure to ope* 
rational expenses or by carrying slocks at less than their correct 
value Some of the writers think that these reserves are a 
distortion and are undesirable unless the business m which they 
are created is highly speculative But some writers also hold the 
view that the practice of creating secret reserves, if adopted by 
conservative managements with good inienttons, is a prudent one 
It cannot, however, he denied that mtcrnally created secret reserves 
amount to accounting manipulation and to rendering of untrue ftnan' 
cial statements and may be harmful to the interest of the security- 
holders as full market value may not be realized by those share- 
holders who sell their shares m the open market 

A good reserve policy is expected to serve two fundamental 
purposes , first of all it is of vital importance in the determination 
of net income Truly speaking, a profit can only be said to have been 
made if the business estate has been kept intact Reserves are mainly 
created to keep this estate intact Secondly the reserve policy also 
assists m the administration of the general financial policy Its 
assistance is specially useful in operational and functional analysis, m 
providing for uncertainties and in planning for debt retirement Its 
help m operational or functional analysis may be clearly illustrated 
by taking one or two examples A scrutiny of the inventory fluctua- 
tions reserve will serve as a good guide for analysing the functions 
of buying and storing Similarly in the case of instalment selling the 
charges and credits to the reserve for bad debts may be a belter 
index of operational or functional efficiency or inefficiency than the 
gross or net income or profits With regard to the provision for 
uncertainties it may he stated at the outset thnt the costs arc of the 
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past and the values are of the future Monetarj cost ts the most 
cons enient method of recording the worth of all the transactions m 
the books of accounts Future values ujJl not usualJs ccmcide HJth 
costs of the past recorded m the books This discrepancs between 
the costs of the past and the values of the future gives rise to 
uncertainties The reserve policy is directed against the«c uncertainties 
which cannot be removed cojnpJetcl> but the evil effects of which 
can surely be modified b> a well-conceived and properlv executed 
reserve policy With regard to the plans for debt retirement it may 
be stated that so long as the activities of the business are not 
curtailed or discontinued debts can onK be paid out of earnings or 
income For achieving this purpose the debt retirement sinking funds 
arc created The mental attitude of all creditors — whether of com- 
panies or of individuals — ts the same If the debtor is m a position 
to pay, they would rather not like to be paid, but if they arc 
suspicious about the ability of the debtor to pay, they desire to be 
paid regularly and promptly Thus ability lo pay is the rock foun- 
dation of creditworthiness A well administered sinking fund resene 
creates confidence and not onlv the market for the outstanding 
secuntics of the company is well sustained but also subsequent issues 
whether for refunding or for financing expansion programme arc 
well recened by the investors Thus a well-concerned and proper}) 
executed resene policy ts supplementary and complementary to the 
main financial policy of the business aimed at earning profits while 
keeping the capital investment intact 

Certain important types of reserves may be di<eussed here 
briefly Depreciation reserve may be taken up first At the outset 
It may be mentioned that there is a clear distinction between mam 
tenance and depreciation Maintenance is an operating expense and 
js deducted from gross income If ever it is shown as a reserve, it is 
merely an unpaid liability , it may have lo be met m cash shortly 
Depreciation may also be called an expense which is usually deferred 
for quite a long time and cash is required only when the depreciated 
asset IS to be renewed or replaced Depreciation is said to be 
aimed at meeting three purposes, viz . (1) the asset replacement, (2) 
capital valuation, and (3) cost allocation and income determination. 

The adoption of the reproduction or replacement cost ba'is 
has to encounter numerous difficulties and objections First of all 
an old asset is seldom replaced with one that is identical in design or 
vn TiRwbj w. possible 

to replace old equipment and macbincrv with better type of things 
which cost more Secondly, the replacement cost has lo be forecast 
at the beginning of the period during which the depreciation has to 
be charg^, while this cost Will not be known exactly till the end of 
this period The changes m the replacement cost reflected in the 
prices of new equipment and roachmery during the period may affect 
the depreciation charges and the net income Thirdly m a big 
concern the assets are of a heterogeneous type like heavy machines, 
building, electric generators, etc , and no uniform method can bemade 
applicable to the appraisal of their replacement costs Most of them 
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have only a going concern value and not an open market value The 
general price level con be taken as an indicator of changes in the 
replacement costs But the general price level is influenced very 
considerably by consumer prices and it will be wrong to confuse the 
producer goods prices with the consumer prices There is yet 
another objection to the adoption of repljcement cost js the bases of 
charging the depreciation Depreciation charges form part of the 
operating expenses and effect the production costs If the costs of 
goods are raised to meet higher replacements in future the sales may 
decline unless the business enjoys a monopolistic position It wilt 
also be wrong to charge more from the present-day consumers to 
provide additional capital required to meet the needs of the future 
consumers It may be argued, perhaps correctly, that replacement 
costs represent the probleraes of future financing rather than of 
present accounting U may, however, be mentioned here that the 
discussion of replacement costs has moved from the realm of pure 
theory to the field of present-day practical problems Since the end 
of the second war the replacement costs have been rising continuously 
for such a long period of time, as they, perhaps, never did before 
High taxation, combined with paucity of savings, has made the posi- 
tion of the supply of fresh capital for replacement of productive 
assets very critical 

Recognition was given to this need of replacement of deprecia- 
ted assets for which the provision of depreciation fund has become 
inadequate on account of the ever rising prices of capital goods and 
as early ns 1945 the British Government gave some alleviation of the 
burden of business lax.ition by allowing firms to write oIT 20 per cent 
of cost of new plant or machinery m the first year of its life, in 
addition to norma! depreciation for the year It came to be known 
as the •initial allowance 

For two or three years after the war the urgency of the question 
of maintaining the business capital intact was marked by the large 
liquid reserves which had been built up by many concerns on account 
of the difficulty of getting capital replacements except for those purposes 
which were essential to the war effort But by the end of the year 
1948, major part of these war-time reserves had been used up and 
it was becoming clear that currem earnings were generally inadequate 
to meet the current costs of replacement and maintenance as well as 
to pay even a modest dividend As the leaders of business began 
to m.ike increasingly urgent representations for a further concession, 
the government increased the special depreciation allowance on new 
plant and equipment in the first year of its life from 20 per cent to 
40 per cent m addition to normal depredation The Government of 
India recognized tliiv problem in 1954 and at the present time (1967) 
the special depreciation allowance is being permitted to certain 
priority industries at 35 per cent and to other industries at 20 per cent 
m the first year of the life of new assets in addition to normal depre- 
ciation under the narne of ‘development rebate’ with the restriction 
that the amount thus reserved would not be av.iilable for purposes of 
dividend at least for the next eight years 
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The second purpose of depreciation ujth regard to iis usefulness 
in valuation of the business enterprise ma> be discussed briefly The 
occasion for the \aluation of a business concern roa> arise at the time 
of amalgamation of a number of business units, the issue of new secu- 
rities and rate determination in the case of the public utilit> concern. 
On such occasions it has to be determined whether the present worth 
of the assets is correctly represented b> their book \alues If the 
depreaation has been charged at bi^er or lower rates than was 
necessary or justified, some additions or deductions maj have to be 
made to or from the book values of the assets to amve at their 
current value or present worth 

In this wav the depreciation policy is connected with the yalua- 
tion of business assets But unfortunately the manner m which 
depreciation should be applied on such occasions is not free from 
controversv as the question of value comes first and application of 
the rate of depreciation afterwards Which of the three important 
methods of valuation (historical cost replacement cost and capital- 
ized earnings) has to be adopted ** The capital goods are usually 
yalued in terms of their earning povier while the current assets may 
be valued in terms of the immediate market pnee Tbe difficulties 
to be encountered m connection with the replacement cost basis have 
already been mentioned The historical cost has the adyantage of 
being definite as it is a matter of record and does not nrquifc am 
forecasting of future earnings, costs, or general price level 

If the assets acquired at lower than the present cost are valued 
upwards, higher depreciation charges would give lower net income 
and consequeniJy lower income taxe> The charging of depreciation 
on the basis of a higher replacement cost would alsogivcthesame 
results Appreciation m asset values comes on account of external 
factors like an upward ebanee m the price Inel and not on account 
of an) internal change m the use of assets and as such these changes 
m asset values should not be mixed up with the depreciation policy 
of the business For example, if the earnings of a company are 
doubled during a post war period of high pnees it cannot wipe out 
depreciation by appreciating the value of its assets hundred per cent 
Depreaation should also not be ignored on the ground that an 
improvement has taken place in intangible values like goodwill 
The real appreaation m the v-alues of certain assets like growing 
timber properties should also not be used to ofl’set the depreaation 
m some other assets Perhaps it has been correctly said that the 
hiding of the historical cost of some assets under the future values 
of other assets is a disservice to all interests 

Lastly with regard to the relationship of depreaation to income 
determination and to the unit costs it may be said that depreaation 
IS to be treated as an operating expense and, therefore, has to be 
charged against operating income , it has also to be taken into account 
in fixing the unit costs But it has to be remembered that the deduc- 
tion of depreciation from income and the allocation of depreciation 
to unit costs are two distinct and separate financial processes and arc 
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not to be mixed up The depreciation for a particular period may be 
allocated to the unit costs either on the basis of the quantity pro- 
duced or on the basts of time during which particular assets were 
actually in use m the process of manufacture But the units of pro- 
duction should not be made the basts of calculating the depreciation 
The purpose of income determination is served if the investment in 
assets IS recorded in the books at original costs and the depreciation 
IS related to this cost This will also show correctly the actual value 
of capital and its relation to the income The diiterence between 
maintenance and depreciation has already been explained hut the 
maintenance and depreciation policies arc closely related to each 
other If maintenance is libera) and the assets are kept in good and 
efiicient working condition they arc likely to last longer and depre- 
ciation can be spread over a longer number of accounting periods 
and the rate can be loivered In certain cases maintenance takes the 
place of both and depreciation is not required to be charged sepa 
rately The railway track is maintained properly and the rails arc 
replaced piece by piece as they wear out There is no problem of 
renewing the entire tract at any one time and thus no depreciation 
IS required Maintenance and phased renewal takes the place of depre- 
ciation Some companies link their maintenance and depreciation 
policies to the amount of their earnings and profits When earnings 
and profits are good maintenance is stepped up and higher amount is 
taken to depreciation reserves In lean years economy is made m 
maintenance and depreciation charges are also reduced Theoreti 
calty this policy is unsound 

Besides gradual depreciation obsolescence of plant, machi- 
nery, equipment, etc , also presems a problem of a somewhat dilTer- 
enC type, which has to be taken care of by the management The 
difference between depreciation and obsolescence may be noiedai 
the outset The causes responsible for the wearing out of the 
machinery in the process of ns use m future are* likely to be very 
similar to those of the past and hence the depreciation policy 15 
based on past experience but the possibility of a machine becoming 
out of date on account of some invention is an event of the un- 
known future and ihe past experience cannot be helpful in anticipat- 
ing obsolescence Thus depreciation is related to the known past 
and obsolescence to unknown future Depreciation occurs inside 
the factory as the machines wear out but obsolescence emerges out 
of the economic environment as the technological changes lead to 
the development of new and belter types of machines and processes 
making the existing machinery out of date Thus we can say that 
depreciation represents a physical change, and can be estimated and 
provided for but obsolescence 1 $ non-physical and economic and can 
only be met as and when n comes, fjhjsolescemcc is broa^rt abotft 
not only by inventions and icchnologicat changes but also by chan- 
ges in style and fashions, which render the products of elhcient and 
well equipped concerns almost unmart-etable Similar problems of 
obsolescence are presented when certain industries are called upon 
to meet the exigencies of the declaration of a war or of the return 
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to peacetime conditions Sometimes these circumstances emerging 
out of the economic emironment compel the business units either 
to modernize or to close down The firms which ha%e conserved 
a part of their past earnings m the form of general reserves may be 
able to finance modernization out of ihcir own funds, others ma) 
have to resort to fresh financing b> issuing new securities Thus ob- 
solescence can be treated in two ways In those industries where 
some estimate of obsolescence is possible, periodical deductions from 
earnings should be made and transferred to a general resen c Cor 
rectly speaking, this income is being conscned and not being resen- 
ed In other cases where estimates are likely to be nothing better 
than mere guesses the onK course open to the companies is to take 
recourse to new finanemg. 

In certain industries like timbering, oil refining and mining, 
the pnncipa! assets or properties like standing limber, oil and 
mineral resen es are of an exhausting nature When the timber has 
been cut, the oil has been pumped out or the mineral has been ex 
traded the site or area of operations has to be shifted to some other 
suitable locality or region U almost amounts to restarting the 
business The fact of the exhaustion of properties is called deple- 
tion It can be clearlv differeniiaicd from depreciation Depreciation 
IS charged to offset the wearing out of a machine which can be re- 
placed by a new' machine purchased from the market or the makers 
when the old one is no longer useful But it is not easy to acquire 
oil beating areas or new mineral deposits Deserted mining 
towns and abandoned oilfields bear lestiroonv to the fact that 
depletion is a reality The acquiring of new properties entails a good 
deal of effort and expenditure in taking out a new licence, prospect 
mg, and arranging a lease Further effort and expenditure is required 
for developing the new properties into useful and income yielding 
properties 

In the case of properties or assets depletion, unless adequate 
funds are accumulated by deductions from gross income m the form 
of depletion reserves, the dividends m part, will amount torepav- 
ment of original capital contnbution by the shareholders Thus it 
is necessary for the companies operating in the field of extractive 
mdustnes to provide for depletion reserves from their gross earnings 
and to reinvest them in the acquisition of ce» psopesiits unless ihev 
propose to go out of business afier the exhaustion of their existing 
properties All the oil and mineral working companies, which have 
been in existence for a considerably long period of time hav e been 
accumulating depletion reserves and have been reinvesting them in 
acquinng new rights leases, etc , in the neighbouring or even distant 
regions and have been shifting the scene of their operations from 
exhausted properties to new sites in areas or regions acquired bv the 
use of funds accumulated through the provision of depletion reserves 
The depletion reserve mav reasonably be built up on the basis of 
original mv eslmcnt m properties 
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(b) Surplus and Dividend 

SurpUi:. result*; from d flow ot value into the torpoMlc estate 
from outside Earnings are from outside the corporation sells us 
products to custonters outside and mote value is received in return 
Owners increase their investment in the corporation when they buy 
the stocks or shares at a premium The ndditionit value in the 
form ot premium comes Jrom without Similarly when (he values 
of land or other assets go up the value ongimtes outside the 
corporation from the economic environment Accordinc to the 
sources trom which the surplus results u may be thssihed into 
(a) earned surplus and (,b) capital surplus Surplus which is obtained 
trom the circuit flow of the working capital and originates m the 
operating income ot the corporation is called earned surplus Interest 
earned on investments, rental incomes and unappropnateil profits 
also form part of earned surplus From the point of uew of sound 
linnncial principles dividends should be pud only out of this type 
of surplus 

Capital surplus may be either p iid*m surplus or it m ly be 
valuation surplus Paid-in surplus results when shares or stocks 
arc subscribed at a premium Stated capital no-par stock is set up by 
a corporation at less than the total sum paid by the subscribers, or 
surplus accounts of several consolidating corporations are added up 
Valuation surplus results when the assets are revalued upw.irdv or 
some of the liabilities are scaled down Tins type of surplus front 
the point of view of theory may not be distributed m dividends The 
earned surplus IS usually .ippropnaied for creation ol various types 
of reserves, which hive already been discussed and for payment of 
dividends The remaining unappropriated earned surplus mty be 
design ited .is undivided profit or free surplus 

Surplus thus represents the v due that remains in the business 
after all the expenses .ind taxes h.ivc been paid or provided for. all 
the contractu il obligations to the creditors hive been met, and the 
necessary reserves for the seen and unseen future needs have been 
creat^ This surplus is available for being distributed to the share- 
holders m the form of dividends But as the personal liability of 
the shareholders is limited to the amount subscribed by them 
towards the share capit.il of the corporation certain leg il restrictions 
on dividends hive been imposed m difTcient countries to protect 
creditors and also preference shareholders against the excessive 
depletion ol the surplus 

Such restrictions usuallv provide that 0) no dividends may be 
paid if the corporation IS unable to pay its debt obligations as they 
mature (3) no dividends mav be paid unless aflcr the payment the 
sj.Uie o/ a»e}> i srrrd-' sixe Xoiol nf shore c3y*.«o! and Jwhdjtjes , f.V aif» 
dividends may be paid except out of the balance of earned surplus 
The essence of these reslnctions is that the existence of surplus is an 
essential pre-condition for the payment of dividends It implies that 
the contribution of the shareholders towards share capital must not 
be returned to them in the form of dividends In simple words it 
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amounts to sa>ing that dividends cannot be paid out of capital 
Sometimes restrictions are also placed on pavment of cash dividends 
out of surplus resulting from an unrealized appreciation of assets 
The necessit> of making proper allowance for depreciaijon is also 
being increasingly recognized 

The provisions of the Indian Companj Law in this regard mav 
be stated here briefl> Dividends cannot be paid out of capital but 
interest can be paid out of capital under certain specified circum 
stances In the ordinary course a companv cannot pa) interest out 
of Its capital on shares issued by it But Section 208 specifies the 
conditions under which any payment of interest may be made out of 
capital of a company The permissible cases are where bv the 
Articles of a company or bv a special resolution shares arc issued 
for the purpose of raising monev to defray the expenses of the 
construction of any works or building or the provision of any plant 
which cannot be made profitable for a length of lime and the 
company pays interest on so much of the share capital as is paid up 
and charges the sum so paid to the cost of construction Every such 
payment will also require the previous sanction of the Central Govern 
ment who may at the expense of the companv cause an enquiry to be 
made on the circumstances of the case and permit the pavment for 
such period only as mav be determined and in no case beyond the 
end of the half vear following the actual compUuon of the plant 
The interest must m no case exceed 4 per cent per annum or an' 
other rate which the Central Government mav permit The pavment 
of the interest shall not operate as a reduction of the amount paid 
on the shares in respect of which it is paid 

With regard to the payment of dividends out of profit the 
Indian Company Law provides that (i) a companv cannot declare or 
pay dividend for any financial year except out of the profits of the 
company for that vear arrived at after providing for depreciation in 
accordance with Section 205, (ii) or out of profits of the company 
for any previous financial year or vears arrived at after providine 
for depreciation m accordance wiih these provisions and remaining 
undistributed profits, or out of both or out of moneys provided bv 
the Central Government or a Stale Government for the pavment of 
dividend m pursuance of a guarantee given bv that Government 
provided that — 

(a) if the company has not provided for depreciation for anv 
financial year or years which falls or fall after the commencement of 
the Companies (Amendment) ACI, I960, it shall, before declaring or 
paying dividend for any financial year provide for such depremation 
out of the profits of that financial year or out of the profits of am 
other previous financial year or years , 

(b) if the companv has incurred any loss many previous 
financial year or years which falls or fall after the commencement of 
the Companies (Amendment) Act, 1960, then the amount of loss or 
an amount vvhich IS equal to the amount provided for depreciation 
for that year or those years whichever IS less be set off against the 
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profits of the company for the year for which dividend is proposed 
to be declared or paid or against the profits of the company for any 
previous financial year or years, arrived at m both cases after provid- 
ing for depreciation in accordance with the provisions of Section 
205 (a) or against both , 

(c) the Central Government may, if it thinks necessary to do 
so m the public interest, allow any company to declare or pay divi 
dend for any financial year out of the profits of the company for 
that year or any previous financial year or years without providing 
depreciation 

Provided further that tt shall not be necessary for a company 
to provide for depreciation as aforesaid Where dividend for any 
financial year is declared or paid out of the profits of any previous 
financial year or years which falls or fall before the commencement 
of the Companies (Amendment) Act, 1960 [Section 205 (l)j 

00 For the purpose of ascertaining profit, depreciation shall 
be provided cither 

(a) to the extent specified in Section 350 (i e , the amount of 
the normal depreciation allowable under the Indian Income Tax Act 
for the financial year for which the net profits for taxation purposes 
are to be computed but will not include any arrears of depreciation 
or any special, initial or other depreciation or any development 
rebate) , or 

(b) in respect of each item of depreciable asset for such an 
amount as is arrived at by dividing 95 per cent of the original cost 
thereof to the company by the specified period m respect of each 
asset , or 

(c) on any other basis approved by the Central Government 
which has the effect of writing off by way of depreciation 95 per cent 
of the original cose Co the companj of each depreciable asset on the 
expiry of the specified period , or 

(d) as regards any other depreciable asset for which no rate 
of depreciation has been laid down by the Indian Income Tax Act 
or the rules made thereunder, on such basis as may be approved 
by the Central Government by any general order published in the 
official Gazette or by any special order in any particular case 

When the depreciable asset under Clause (b) and (c) is discard- 
ed and sold it must be accounted for according to Scciion 350 m 
the financial year of its sale (Section 205) 

To state briefly, the law makes the provision of at least a cer- 
tain minimum amount of depreciation compulsory before the decla- 
ration of fiVe payirreirr of rfrcnAardk earr be rmnAr 

Besides the provisions of law with regard to the surplus avail 
able for the distribution of dividends there are a number of important 
financial and economic factors also which have to be taken into 
consideration before taking a decision with regard to the payment 
of dividends 
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In the absence of earned surplus the pa%ment of dnidends ot-l 
of capital surplus should be a\oided esen if there are no legal rcs- 
tnclions on pajment of dnidcnds out of such capital surplus In 
the U S-A the corporations also sometimes possess capit^ surplus 
which IS reallx paid in surplus In rcalit\ this surplus should be 
Considered a part of capital stocl or share capital and as such 
original in\ estment or contribution The creditors ria> exp*citbc 
onginal inieslnieDt not to be impaired bs the disinbutioa of dm 
dends There can of course be no objection to the pa^ment of 
diiidends which include besides profits a portionofonginalimesi- 
ment, in the case of mining or real estate companies presided the 
shareholders are informed that the dmdrnd is a Iiquidaline rather 
than an earned dnidend 

The obligations of the corporation or compans towards 
institutional creditors or debenture or bondholders mas also impose 
certain restrictions upon the management with regard to the distn 
bution of the a\ailable surplus m dmdends. There maj be proMsjon 
in the mdenture that the surplus which existed at the time of its 
creation ma\ not be used for distribution of dividends bexond a 
certain modest limit and thus the dmdends ma% be paid onlv out of 
the surplus earned after the creation of the debt Such restncoons 
freeze the surplus existing at the time when the debt was incurred, 
for the duration of the debt as an additional investment bv the 
shareholders Provisions of the loan contract mav also require a 
certain level of liquiditj or the ratio of the working capital existing 
at the lime of contract to be maintained Such covenants with the 
creditors should be respected b\ the management Even from the 
point of view of new shareholders who purchase the shares at a 
premium and thus pav a price for a portion of the accumulated 
surplus It is desirable that the dividends should be paid out of the 
current earned surplus onlj because the pav menl of substantial ca'h 
dividends out of the accumulated surplus would amount to the repav 
ment of a part of their pnncipal as taxable income 

Merel) the existence of profits or surplus is not enough to 
justif) the declaration and pavment of a cash dividend. For this 
purpose a ver^ thorough examination of the working capital and 
cash in the bank IS verj essentiaL Profit or surplus is an accountmc 
phenomenon. The profit realized on sales mav exist in the foim of 
rccejvaWes or rf cra-s iravegonenmo xosenfones or even mfo 
assets and ma> not be available as liquid fund in the bank for the 
pajment of dividends Even when cash is available it mav be 
required for meeting certain long icnn obligations in the near future 
or the cash resources mav be required for the expansion in the form 
of retained earnings Cash dividend mav be paid onlv after takin*' 
into consideration the various immediate needs for cash and worlmg 
capital 

The need for the retention of caxnmgs has also to be taken 
into consideration before the dedaration and pavmeni of cash 
dmdends In the case of new companies some difficuliv is usualh 
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experienced m selling new securities on favourable terms and retained 
earnings have been the mam source of financing growth in the 
industrial and manufacturing sc«ors The good effect of retained 
earnings is reflected in the rising prices of the equity shares and 
improved credit standing For a new company it may be, therefore, 
desirable to retain a part of their earnings for expansion rather than 
pay high dividends 

The differences in the rales of personal and corporate taxation 
also affect the policy of dividend distribution The companies which 
are controlled by a group of persons whose personal incomes are 
subject to high rates of personal taxation usually prefer the retention 
of earnings and growth m share values oter the distribution of cash 
dividends, as appreciation in the values of shares creates no personal 
income tax liability 

Most of the factors discussed earlier play an important role in 
the determination of a good dividend policy but the maintenance 
of an attractive dividend rate over a period of time covering various 
phases of a business cycle is of special significance as it enhances the 
reputation of the corporation as a financially sound and strong 
organization and leads (o the maintenance of share values and 
creditworthiness A record of uninterrupted dividends is a very 
valuable achievement, which the corporations must strive to attain 
The regularity of dividends generally depends upon the relative 
stability of earnings through the ups and downs of the business cycle 
and the availability of ample cash for distribution Comparatively 
the earnings of the companies engaged m the production or 
merchandizing of low priced necessities of everyday life like food, 
tobacco, soap, etc , and of the public utility companies (gas, electri- 
city, telephone, etc ), are more stable and they can easily strive to 
maintain regular dividends In the case of a large variety of industrial 
companies the earnings are subject to considerable fluctuations and 
they generally follow a policy of lelting the quantum of dividends 
fluctuate with the variations in the curve of their earnings But even 
these companies can strive successfully to minimize the fluctuations 
m the rate of thetr dividends by limiting disbursements from the 
surplus m good years of prosperity and by displaying a certain 
measure of generosity in lean years of depression or adversity In 
the United State of America a number of major corporations having 
a large number of shares like the American Telephone and Telegraph 
Company, the General Motors Corporation, the General Electric 
Company, etc , have constantly stnvcd to maintam regular dividends 
over a periods of decades The case of American Telephone and Tele- 
graph Company can be cited as an unique example of maintaining 
a record of regular dividends over a long period of time by following 
a very judicious policy of using Iheir surplus to the best advantage 
The company began to pay a dividend of 57 persharem 1922 and 
maintained this record even during the deep depression of 1930”s. 
even when the earnings fell below that figure During the period of 
20 years between J9J0 and 1949, the total amount of dividends 
actually exceeded the consolidated amount of earnings by a small 



3] S E3a^cris cf Ccrp'traum Ft'-s^ce 

inarpn. In nine ^ca^'; out cf ihc iwcnt\ ihr dmdend •k' 2 .'; ireaier 
than cammed In 19*^9 ihcTc 'wa'; a «.harc ‘^plit of liree for one and 
ihc rate of dmdend on ne^x *>h3res «’a«; rai^rf from ?3 per ^hare ip 
•?* 50 per '.hare In J9M laic w-a*. amn incrca'i'd in #3 5 ^ 
per '■hare. Thu'; there i*- an unbrclwcn bnlliant record of renular 
<3 indend^ almost over a penod of half 3 centun The corapain j« 
a public utflitx concern -nd a'v ‘.uch it*, eaminc*' arc cor'parativdv 
stable. But the notable point m the ca«;“ of thiN companv the 
mo^t judiciou*. U'ic cf the surplus— It has been convened dunne tie 
periods of pro’^ptritv and ha*, been u*.ed to the be*^ advaniaae danne 
the penods of ad\er‘;it\ 

The factor*; affectinc the deiemmaiion of the dividend polirv 
of a companv have been di*jni*.‘.ed bncflv Sow we have to laie ip 
the question of the declaration of the dividend The pro5t« are the 
propcTiv cf the companv and not of the individual ‘ihareholdersEnd 
the pavmcni or withholdinc of the dividend^ iv a roaticr of ba^iDcsv 
policv over which the directors have complete nm^dictioru So Ira" 
a< the director^, act m good faith and no fraud j« nivrfied the '‘hare- 
bolderv cannot force the director*, to pav anv pan cf the profit' n' 
dividend Thecoun* wHlnoi inieifere in the matter efthededsTaara 
of the dividend unle*;* the' are <ati'fied that in dndanne the divifisad 
the directors ''ere actuated bv <.otne moiiv'e ether titan the best 
mtere*!' of the shareholder*-* 

In India the articles of the most cf the companies empo^w the 
Board ofDirenors to allocate the profit to different irsenes ■«hcn 
annual accounts are prepared and also 10 deiermme the rate crdhi- 
dend and recommend n to the peneral meriinc of the siarehrfders 
for formal declaration. The densioa of the Board on the rate of 
dividend is final. The shareholders m the ceneral meeunc cacaoi 
compel the Board to declare dividends 'Sor can ihe members compd 
the Board to increase the rate of dividend. Thev can. hooever. 
reduce the rate of dividend rccoTunended bv the Board, 

The articles mav also empower the directors to d'-d.art mtcrim 
dividends, i.e., dividends m between the periods of two ordman 
general mectincs of the shareholders, as appear TJsuSed to them b' 
the profits of Ihe companv Dividends mav be paid out of estenatsd 
profit, although not acluallv realircd, cnlms artides provide that thev 
sftatfM ooTj be pani cor cf rcataecf prefts ^caTicscf proffs nri’s? be 
laien m the erdmarv connnema) sense (profits lanjuble for the 
purpose of division) Direaors who treat estimated profits as realized 
and pav dividend out of capital on Ihe chance that snffineni profits 


V The Ford Moior Conranv orib»Unil*^ States of AiaerieE earned «o''drirpfiu 

iDihrvearl9t6buiJis Board cfI>inx3Df5 dKided lo IciU tie dnideads to 
the tnirrcri rtie nnd i.se thesjrpliisiuads lo espand rrodociioa lo j'^ide 
♦norc erorlcwmcnt. Minorm dieieHtJdc^ brouchi a sjn fo* noTlIheral 
dividends The coun ujAetdibeir pica and ordered a h r»icr d vidend^ th* 
fTPimdihatlhedun ofihediTeciciRwes Jo sdmmis'cr ihe cn-'psnv foTth* 
beo~fit of the shareholders rather than for hasiani tnan This is » 

solitarv exsmfleoriTiieTferencebv ahsccniTL. 
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might be made, will, however, be jointly and severally liable, as upon 
breach of trust 

The declaration of the dividends on preference shares also is at 
the discretion of the directors Their decision m this matter is, 
however, very much innucnccd by the necessity of maintaining the 
credit of the company and the consideration of the possible shift in 
voting power which the non-paymenr of a certain number of pre 
Terence dividends is likely to bring about * 

The corporate dividend policy is an integral part of (he corpo- 
rate financial policy The board of Directors should have full 
freedom to adopt a suitable dividend policy The investors m 
equity or risk capital expect a higher return on their investment than 
IS generally available on other forms of investment which arc consi- 
dered to be safe Secondly when there is no guarantee of a minimum 
logically there should be no statutory limitations on the maximum 
that a company can afford to pay m dividends in good years 
Higher dividends in good years arc necessary to revive the spirit of 
optimism in the investors which suffers a setback during bad years 
when there arc no dividends or they arc paid at a low rale There 
arc one or two instances of Government interference m the divi 
dend policies followed by the companies in India In 1955-57 the 
Indian Iron and Siccl Company was prevented by the Government 
ftom paying a dividend which was warranted by the sire of its profits 
and was asked to pay a lower rate of dividend This action of the 
Government affected adversely the capital market at Calcutta on 
account of the eminent position occupied by the securities of this 
company on the Calcutta Stock Exchange Earlier also the Go\ cm- 
ment had passed the Public Companies (Limitation of Dividends) 
Act. which was fortunately allowed to lapse m less than two years 
time in March 1950 Under the Finance Act of 1965, income tax at 
12|", was levied on the amount representing the face value of any 
bonus shares issued to the shareholders during the previous year 
except when such shares were issued wholly out of the share premium 
account of the company This was a restrictive provision limiting 
the distribution of profits in the form of bonus shares and was deleted 
m the Finance Act of 1966 Uut a new restrictive provision was 
included in this Act of 1966 The Act provided that in the cisc of 
a company in which the public arc substantially interested income tax 
.Tt shall be levied on the amount of dividends declared on its 
equity shares m excess of lO”., of its pud up equity share capital as at 


‘ According to the Indnn Company Law (see 87), a preference shareholder is 
eniiticd to vote on every tesoluiion before the company at any meeiing, if at 
any lime the dividend is in arrear in the case of cumulative preference shares, 
foe an aggregate period of not tess than (wo years (which ne^ nor be cumula 
live) or in the case of non cumulative preference shares, eiiher forapenodof 
tivo consecutive years immediately prcming or for an aggregate period of not 
less than three years comprised m the preceding six years For this purpose the 
dividend shall be deemed (o be due in respect ofanyperiod whether declared 
or not. on ihe Jasl day specified for Ihe payment of such dividend in ihe ariicles 
or other instruments executed by the company in that behalf 
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the beginning of the prc\Jou5 \ears This proMsion discourages the 
cash diNidcnds bevond 10 per cent 

T)pes of diridends Dntdendsare usuan> distributed in cash 
but the} can also be distributed m other forms of assets like msest 
ments or imentones or in the form of liabilities like scrip or bonds 
or in the form of stocks or shares An optional form of dnidend 
IS also possible in sNhich thccompanv can give an option to t^£ 
shareholders to recene their dividend either in cash or in «f£>ck 

Propern or asset dividends Cash dividend is a form of ass*l 
dividend but sometimes profit IS available for the distnbution of 
dividends but cash position of the companv is not verv confortabic 
although there are some otb«- assets ubich the companv does not 
want to retain Thc«e assets mav consist of outside investments or 
the shares of the subsidiar> concerns In place of cash these invest 
ments or shares ma> be distributed as dividends In the United 
States of America some distiHen companies have been known to 
distnbufe dividends in the form of liquor Such dividends are th* 
examples of wrentor) dividends 

Liabilii} dividends These dividends are paid in the form of 
short term notes nith or without interest If a companv has earned 
profits and is m a position to distribute dividends but is tempora 
Til} short of cash, m such a case the compan} mav give promissoi) 
notes (60 or 90 da}s) in place of cash to its shareholders as dm 
dend This form of dividend is known as scrip dividend In rare 
instances dividends are paid in bonds or long term notes These 
dividends are called bond dividends the shareholders who receive 
these bonds or notes become the creditors of the companv and are 
enitUed to receive interest 

Stock dividend In the United States of America stock dm 
dends rank next after the cash dividends m frequenej and anount- 
Large stock dividends usual!) have two objectives to sene The 
first objective ma) be to capitalize the surplus to finance the growth 
of the enterprise The second objective maj be to make the pt-os 
pent} of the companv appear modest in the eves of the public and 
thus escape the criticism of making excessive profits The stock 
dividends are not treated as taxable income as the cash dividends are 
treated and even if a shareholder sells the stock given to him as 
dividend be has to pay income lax onl) on the part of the pnee of 
the stock sold by him which represents a capital gam- Thus there 
IS a tax advantage to the shareholders if the dividend is given in 
the form of stocks The stock dividend leaves the position of lh< 
equity of the stockholders unchanged, because the net worth remains 
unchanged It is simply divided in a large number of shares After 
the distribution of stock dividend the prices of shares will decline 

and the rate of dividend per share vvjU also be reduced- Small 
stock dividends are used only as a substitute for cash and their 
mam purpose IS to give the stockholders some taneible evidence or 
retained earnings 

In the case of optional dividend the shareholder has the choice 
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of taking cash or stock He has to communicate his choice to the 
company within a prescribed time limit after receiving the notice of 
dividend Small shareholders may usually prefer to receive cash on 
account of the trouble of scihne the stock unless the price of stock 
)s somewhat higher than the cash offered ns dividend 

In India the process of capitalizing the surplus is called the 
issue of bonus shares In the United States of America the distri- 
bution of Slock dividends is a common feature of dividend distribu- 
tion but in the ease of India the issue of bonus shares is not so 
much a part of the policy of distribution of dividends as it is a part 
of the programme of procuring more capital with the only difference 
that in place of asking the shareholders to pay in cash the price of 
shares allotted to them from a 'right issue' the price of bonus shares 
IS paid on their behalf by the company out of its retained earnings 
The bonus shares arc given to the sharcboldcrs in proportion to the 
shares already held by them On account of the tight conditions 
prevailing in the capital market m India and a comparative paucity 
of fresh invcstiblc l^unds available in the country the procedure of 
issuing bonus shares for augmenting the capita) H%o\iTcei for growth 
on n permanent basis, has been used quite frequently during the 
period of five year plans 

The process is subject to certain limitations from the point of 
the general industrial economy of the country, the profit earning pros- 
pects of the company itself and the individual shareholders, and as 
such has to be used witli caution From the point of view of the 
industrial economy of the country, the surplus funds .ire not allowed 
to fiow to those sectors of the economy where they may be needed the 
most ns the use of these funds is restricted to particular companies 
only The capital market IS also deprned of the sccond.try funds 
which might have flowed to many diverse fields From the point of 
view of the company issuing the bonus sh ires the most important 
consideration should be the possibility of increased future earning 
to maintain the rate of dividend on its enlarged capital base From 
the point of view of the sh.irclioldcrs the process of issuing of bonus 
shares deprives them of their liberty of the choice of investing these 
incomes from dividends in any field of economic activity or of using 
It for the s.jtisfaction of their personal wants Itcforc using bonus 
shares the directors should consider all these limitations carcfiilly 

(c) Management of Earnings in India 

Ilhtoricai KevicH — The entire modern industrial system of the 
world is only two centuries old , the modern industrial system of 
India IS hundred years old The modern industries were started in 
India after 1850 by two sets of people — the Europeans and the 
Indians TJie Europeans started new industries like jute or sugar in 
eastern and southern India They had at their back sufiicicnt 
experience of industrial mamgement and industrial finimcc which they 
had acquired in their own countries But the Indi.in entrepreneurs 
like the Parsis or tlie Gujaratis who started mainly cotton mills m 
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western India had no previous cxpencncc of industrial management 
or of industrial finance. There were no modern financial insiiiuiioas 
also. Perhaps most of the concerns (mainl) cotton mills) n ere start- 
ed in western India with inadequate capital resources from the sen 
beginning and 'substantial amounts were borrowed on high rates. In 
the beginning the profits were not good and wheneser good profits 
were earned there was an anTietv to pa\ as high dnidends as the> 
could to create an impression of prospents in order to attract more 
funds and to leep the lines of cr^it open. The importance of ade- 
quate depreaation and other rc^enes and of a stable dmdend policy' 
was not perhaps properl> realized or understood. This state of 
affairs continued from 1850 to the end of the boom in near about 
1922. This penod was followed b> a period of intense foreign 
competition and the world depression (1929-33) and the Indian 
industrialists could not get any brcatbiDg time to ibinh o\er their 
past mistakes committed during the das s of prosperity cnjo>ed b> 
the industries during the period of the first World War (1914-18) and 
the post-war boom (1918-22). 

As the profits earned during the penod of prospentv were lite- 
rally squandered in pas mg high dnidends without presiding forcren 
the mmunum requirements of depreciation allowed by the income 
tax authonties and almost without any retained earnings for etpaa- 
Sion or any other reserves for obsolescence or for dividend equauza- 
tion. Naturally when the profits began to decline after the i^t-wai 
boom (1918*22) the Indian industries found themselves in great 
difficulties and could do nothing to prevent a rapid decline in the 
rates of dividends. The policy followed by the managements of the 
textile industry with regard to the management of earnings and the 
results of that policy are illustrated in the following table ; 


FinaneSat Potitian of Bombav 


(Figures in crores of Rupees) 


Year 

Amount of 
depreciation 
aritten off 

Net Profit 

Dhidend 

Percentage of 
dividend to paid- 
up capital^ 

1917 

'85 

3-02 

l'69 

22-2 

1918 

•87 

2'28 

1-91 

23-7 

1919 

T44 

6-15 

3-77 

40-1 

1920 

T63 

10-10 

5*95 

35-2 

1921 

T81 

S'46 

534 

30-0 

1922 

1'3S 

3 SI 

2'94 

16-4 

1923 

•75 

'33 

•93 

4-9 

1924 

-42 

2-42 

-60 

3-1 

1925 

•31 

2-87 

•43 

2-2 


r "nie Repert of the Tanff BcartS m Textile Eotjuiry {I92S-27). 
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It IS quite evident the huge profits earned during the war-time 
and the posMvar boom tterer^Jessly used by the management m 
paying very high dividends without making any provision for augmen- 
ting the divisible profits during the lean years It was pointed out in 
the Legislative Assembly on September 24, 1924, that the cotton null 
companies of Bombay, during the eight years ending with 1922 paid 
out an overage dividend of 53 per cent on an average capital of J2J 
crores of rupees, or a total of more than 50 crores of rupees 

The comments of the Bengal Provincial Banking Enquiry Com- 
mittee* on the distribution of large dividends are quite significant 
The committee observes “We have, however, been unable to under- 
stand why no serious attempts are made for building substantial re- 
serves, when such high dividends as 50 to 150 per cent are paid If 
the dividends be limited to say> IS per cent, for a few years, and the 
cost of the profits carried to the reserves, most of the tea gardens 
will be able to accumulate a sufficient reserve fund for meeting their 
annual recurring expenses from this fund Borrowing then would 
be unnecessary, and interest on loans saved The result will be 
larger dividends in future ” 

In distributing high cash dividends the Indian industrialists did 
not give enough thought to the availability of liquid cash resources 
to meet their normal working capital requirements, but, on the other 
hand, continued to complain about the unhelpful attitude of the 
commercial banks of (he country m (heir reluctance to make liberal 
advances which showed lower profits 

On iheonehand the managements weredistnbuting so high divi- 
dends but on the other they were very negligent or unmindful about 
the necessity of providing for adequate depreciation and some other 
types of important provisions like (he obsolescence and dividend 
equalization reserves In the case of cotton textile industry the income 
tax department allowed for depreciation (1) 2| per cent on block 
cost of buildings, (2) 5 per cent on block cost of spinning and weav- 
ing machinery, and (3) 7J per cent on block cost of bleaching and 
dying machinery and cJeclrical equipment But rarely the cotton 
mill companies followed these rates in practice The cotton mills in 
Bombay set aside for depreciation only 3 per cent of the original 
cost of land, building and machinery daring the years 1917-25, 
which was perhaps the best period m the history of the Indian cotton 
mill industry * According to the rate of 2J per cent on buildings 
and a flat rate of 5 per cent on the machinery they aught to have set 
aside for depreciation Rs 12 32 crores , but instead of this, they set 
aside only Rs 9 crores * In reality this amounted to the dissipation of 

I The Report of ihe Bengal Provincial Banking Enquiry Committee. Vol I 
P 121 

<lnl91Sto 1922 both years inclusive, they paid an average dividend of 53 pet 
cent on an average capital of 12i croresof rupees And they paid away in 
ihc eight years ending 1922 a sum of over SO crores of rupees m dividends 
(Report of Ihe Indian Tariff Board on Textile industry 1927, Vol. Ill, p 468) 

’ Report of Ihe Indian Tariff Boan^ on TextiJe Jndtisiry, 1927, Appendit Vi. 
(p 241) to Volume I 
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more than Rs 3 crores of capital resources jn dividends during these 
>ears The depreciation charges for certain Ahmcdabad cotton mills, 
for the years 1923, 1924 and 1925, at the rate of 4 per cent aught to 
have been more than Rs 120 lakhs But the actual provision made 
for depreciation amounted to only Rs 81 lakhs During the same 
period Rs 121 lakhs nere distributed as dividends by these mills’ 
This really meant that the distribution of dividends to the extent of 
Rs 40 lakhs was a payment out of capital and not out of profits 
which were inflated and overstated on account of inadequate provision 
of depreciation 

In a number of other industries like paper the provision for 
depreciation was not adequate The Tariff Board on paper industries 
found that the usual practice was to charge as depreciation a certain 
amount of profits determined in an arbilrarv manner withour an) 
definite relation to the value of the block A leading paper mill, 
the Titaghur Paper Mills Company, had only one reserve for all pur- 
poses, depreciation, obsolescence, contingency, or dividend equaliza- 
tion A certain amount from the profits as permitted by the divi 
dend distribution policy of the year, was set aside as reserve and 
used for these purposes * In the opinion of the Tariff Board even 
a progresswe industry like the Iron and Steel Industry was found 
wanting m thematter of providing adequate depreciation The Board 
in Its report observed “The steel industry is still undergoing rapid 
changes in the process of manufacture A concern engaged m this 
industry, therefore, must always be ready to adopt the latest changes 
Our steel industry does not seem to have paid any attention to 
this feature Far from making any provision for obsolescence, our 
companies do not make sufficient allowance even for depreciation ’ ’ 

After 1925, the Indian industries were not doing well and most 
of the well established industries had to be protected During the 
period of depression the Bombay cotton mill industry found itself 
in great difficulties and according to the observations of Indian Tariff 
Board (1935-36), the mills were not making sufficient profits to cover 
the depreciation allowances to which they were entitled and the large 
amounts required for interest on borrowed money The position of 
the cotton textile industry of Bombay between 1926 and 1935 is 
illustrated in the following table 


r Report of the Indian Tanff Board on the Tcxiile Indastry. 1927, Vol 11 
p 524 , Annexure to the Ahmedabad MiHoi«.-ners Association s Evidence 
5 The Indian Tanff Board on Paper and Paper Pulp Industries, Esidence, > ol l. 

5 fndiao Tariff Board, Sialulo/y EoquMy* JS2i5, Sleet Industry Report, XoL IV' 
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Financial Patiuan of Dambay Milli^ 


(Lakhs of Rupees) 


Year 

Net Profit 

Dividend 

Percentage of dividend 
to paid-up capita! 

T 9 T 6 

~I92 

~~ “42 

22 

1927 

211 

6| 

34 

1928 

255 

28 

I 7 

1929 

229 

23 

1 5 

1930 

137 

19 

1 4 

1931 

106 

18 

I 4 

J932 

161 

18 

I 4 

1933 

130 

12 

1 1 

1934 

69 

21 

f 9 

1935 

92 

20 

J H 


The declining trend of profits, dividends and (he percentage of 
dividends to the paid-up capital is quite apparent Had the manage- 
ments been a little more far-sighted m conserving the earnings of 
the companies during the period of prosperity, probably the impact 
of the adverse circumstances during the period of depression might 
have been somewhat mild and much less distressing 

By the year 1935 and 1936 the process of recovery after the 
depression had set in and the beginning of the Second World War m 
1939 brought the industries back, to long period of profitable working 
By this time our industnafisis had acquired enough cxpcrieflce of 
financial management of the companies and consequently the appor- 
tionment of earnings between depreciation and reserves on the one 
hand and the distribution of dividends on the other was more scien- 
tific Abnormal dividends like those of the first World War period 
were never distributed but an effort was made to make the dividends 
more regular and stable Depreciation was provided on a reason- 
able basis but high taxation set a limit to a liberal provision for depre- 
ciation and reserves Whenever the burden of taxation was reduced, 
normally there was a rise m the provision for depreciation The 
division of gross profits among the three heads — (1) provision for 
depreciation, (2) taxation, and (3) net profits m the form of percent- 
ages — is given m the tabfc* on psge 326 

The percenlagc of provision for depreciation to gross profits 
showed an almost continuous decline up to 1943 in the case of cotton 
and paper industries and up to 1945 m the ease of cement industry, 
whereas m julc and iron and steel the movement of this percentage 
was rather irregular In marked contrast to the movement of the 
percentage of depreciation the percentage of provision for taxation 
to gross profits rose almost continuously in cotton and jute industries 
up to 1944, in paper and iron and steel industries up to 1943 and 
m cement industry up to 1945 The nse in the percentage of taxation 


‘Adarkar.B ? Vie huJian Fiscal Pulley {IW). p 152. Table IV, Pan I 
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was usually higher than the fall m the percentage of depreciation 
which generally resulted m an almost continuous declipc m the 
percentage of net profits to gross profits The cement ind^try paid 
comparatively less by way of ejtccss profits tax and therefore the 
trends of percentages in this industry were slightly different The year 
1944 IS generally considered to be the peak year with regard to the 
incidence of taxation In this year the percentages of taxation reserves 
to gross profits were 37 86, 46 26, 65 55, 70 98, and 35 88 for cement 
iron and steel, paper, jute and cotton respectively 

After J 944 the percentage of taxation reserves began to show 
declining tendencies und consequently the percentages of deprecia- 
tion and net profits began to show an upward trend 

With regard to the appropriation of net profits for the purpose 
of dividends and reserves between 1939 and 1949, usually a high 
percentage was paid in dividends reserves not neglected and a fair 
ptreentage of net profits was retained m the business This disinbu- 
tion of net profits is shown m the table on page 328 * 

The table shows that the payments of dividends throughout the 
period were generally kept within the limits of the profits e.arrcd 
during the accounting period and the occasions for drawing upon 
pist reserves in the case of cement, paper and jiitc industries were 
on!) few Roughly 60% of the profits after tax were distributed and 
40% were retained m business 

The payment ot dividends in relation to capital has been 
moderate between 1939 and 1949 High dividends like those of the 
first World War period were not paid during the period of the second 
World War or the post-war period Dr H C Mehrotra has 
complied a table giving average dividends per cent per annum from 
a scries of articles Nvruien by Shn P C Jam of Allahabad University 
m Ccpital The table ts being reproduced below* 


Aietage Divtthitdper cent per nnniirii 
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* Mehrolta, tt C C^jnipany EamliiKS Mui iluring Ihe dreadt 1939-194^, 
(T 304 (unpublished iftensj 
s tt',J.p.297 
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It will be seen that the dividends have fluctuated between 10 
and 20 per cent Occasionally they have risen to 26 or 27 per cent m 
cotton industry or fallen to 8 or 9 per cent in jute and paper 

The management of earnings during the plan period has been 
very ably summarized by Dr II C Mchrotra and Sri S P Goyal 
of the Department of Commerce of the B R College Agra, in a 
paper entitled 'Corporate Dividend Policy in India*, which was 
presented at the Commerce Conference in 1965 

A table from the p ipcr is being reproduced here (between pages 
328 and 329} 

The appropriation of profits after tax shows that roughly 65 
per cent of such profits were distributed as dividends and nearly 35 
per cent were retained as reserves In the case of iron and steel 
industry the profits distributed amounted to AO or 50 per cent only 
and the remaining portion of profits was retained as reserves On 
the whole rt can be said that since the beginning of the second 
World War the mana ements of companies in India have tried to 
observe a much bettci code of financial discipline than they had 
ever done before 

The returns on nsfc capital during this period have not been 
satisfactory On paicUup capita! they have roughly varied between 7 
and 1 1 per cent and o ) capital employed between 4 and 6 per cent 
The returns in the case of textile industries have been still poorer 
If we take into coi ndcrituon the rates of interest of 6 or 7 per cent 
being paid by the I'anks on fixed deposits then the rates of returns 
on risk capital employed la industry arc really very poor, iinsatis* 
factory and uninviting It is on account of these unsatisfactory 
returns that ri>k capital appears to be so scarce at the present 
time In case of i number of new issues it is said that large portions 
of underwritten issues remain unsold and the underwriters arc 
obliged to take them up on their own account Heavy corporate 
taxation IS one of the main causes of the present unhealthy state of 
the new capital issue market 

Brief Commentc on (he Finances of Jo/nt-Stock Companies 
in India 

The Reserve Dank of India has published the financial statistics 
of non-government non-fmancial medium and large public limited 
companies, i c , companies with paid-up capital of more than Rs. 5 
lakhs, from 1950-51 to 1962-63 

The data have been published industrywisc Hence, some 
important industries have been selected for a brief -discussion 
here 

Colton Textile Iniliitlry 

The average rate of net capital formation during the first 
Plan period was 1 7°„ per annum Tins increased to 9 2% per 
annum during the Second Plan period and more or less (he same 
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rale continued during 1961-62 and 1962-63 For the gro^Th of the 
industry internal and external *aiurcc5 of funds contnbuied 83^^ 2 nd 
n^o rcspeclueK dunng tbe Fir^ Pbn period while during the 
Second Plan tbeir shares were •JS***, and 57 ‘ 0 The mam causes of 
this reieree trend haxe been the bean growih of the industn, the 
increase in taxation and dividend distnbuiion The tax provisjon 
as percentage of profits before tax increased from 46% dunng the 
First Plan to 7l^o dunng the Second Plan and dividend distnbutioa 
43S per cent of profits before lax increased from 5P to 70^^, hence 
the retained profits instead of increasing were reduced bv41''9of 
profits before tax It is true that dunng the Second Plan penodthe 
industry disinbmed shghth higher dividends than dunng the First 
Plan but 5 l®o dividend on net worth was not sufficient •■eium to 
attract fresh capital This is clear from the fact that the major 
portion of external fundi have been cojlfcied bv issuing debenures 
and b> borrowings instead of issuirg new shares to obtain fresh 
capital 

Sugar /njustij 

The average rate of ret capital fonnaiioD dunng First and 
Second Plan periods was 9 and II 4", per annum respectneh 
Dunng 1962 63, the growth was — M*c. Internal and external sour 
CCS of funds contnbuted 49®p and 51% during the First Pbn penod 
while tbeir share during the Second Plan period was 36^1 and 
respeciiveK The industry distnbuied higher dividends dunng the 
Second Plan penod than dunng the First Plan penod but without 
touching the retained profits This shows that during the Second 
Plan period the industry earned larger proSis The taxes consinaed 
more than their due, hence, the iciained profits as percentage of 
profits before tax decreased from 24'*^ dunng the First Plan penod 
to IS^’p dunng the Second Plan pen<^ The industrv disinbaied 
reasonable dividends to its 'shareholders and that too without 
touching Its past profits 

Iron and Steel Industry 

The average rate of net capital formation dunng the First and 
Second Plan penods was 10 P"© and 26 5^, per annum rcspccinch 
During the first two V ears of the Third Plan, the growth was in tbs 
reverse direction Internal and external sources of funds contiibUEd 
58^o2nd42' t, respectiveh during tbe First Planpenodwhde ifae^eper* 
ccniages dunng the Second Plan period were 38''^ and 62''^ Inspiie 
of higher retained profits and lcs:s taxes during tbe Second Pim 
penod the percentage coninbuiioo of internal <ources was reduced 
from 5S% to 38^c, The mam cau^ of this reduction the 
heavy investment in tbe industry which was not possible to undrriaie 
from internal sources. Dunng the Second Plan penod the indusirv 
did not receive the return on the investment made dunng that penod, 

hence, m-ptilc of an increase ra dividend as {jercentage of proS's 
before that, the dividend as percentage of net-worth and paidu? 
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capital declined from 6 1% to 4 8% and from II 5% to 9 6% respec- 
tively The return on investment is revealed m the enhanced percent- 
age of dividend during the Third Plan period with higher retentions 
Eng^ineerinff Industry 

The average rate of net capital formation by this industry 
during the First and Second Plan periods was 1 1 5“o and 15 8°o per 
annum respectively The internal and external sources of funds 
contributed more or less the same percentage throughout the period 
under study The earnings of the industry have increased substan- 
tially during the Second Plan period as compared to the First Plan 
period By slight increase m dividend as percentage of profits 
before tax, the industry distributed more than double the dividend 
as percentage of net-worth and paid-up capital This happened on 
account of the net-worth remaining more or less the same with an 
increase in profits During the first two years of the Third Plan the 
industry distributed even higher dividends 
Cement Industry 

The average rate of net capital formation during the First and 
Second Plan periods was 8 6% and 12 2% per annum respectively 
The internal and external sources of funds contributed 86"o and 
14% respectivelydunng the First Plan period while their share during 
the Second Plan period was 37% and 63% The mam reason of this 
reverse trend was the decrease in earnings of (he industry In spite of 
less taxes, less dividend as percentage of net-worth and paid-up 
capital, retained profits to a great extent 
Paper Industry 

The average rate of net capital formation during the First and 
Second Plan periods was 9 7% and 14 1% per annum respectively 
The internal and external sources of funds contributed 59% and 
41% respectively during the First Plan period while their shares 
during the Second Plan period were 49% and 51°o The main reason 
of this trend was the reduction in retained profits, on account of 
higher taxation and dividend distribution, and expansion of the 
industry The earning capacity of the industry remained constant 
The dividends, as percentage of net-worth, cannot be considered to 
^ attractive for the risk capita) 

Conclusion 

The overall profits of the industries under study can be judged 
by the rate of growth, retained profits and dividend distribution as 
percenlige of nct-worih In tcims of net capital formalion the iron 
and steel industry stood first and was followed by the engineering, 
paper, cement, sugar and cotton industries respectively fn terms 
of retained profits, again the iron and steel industry stood first and 
was followed by engineering, sugar, paper, cement and cotton 
industries The sugar industry distributed the highest percentage 
of dividend as percentage of net-worth and was followed by cement, 
engineering, paper, cotton and iron and steel industries 



Cnpttnl lormnttim (%)» ioiirrps oflttnih{%), etc 


3 32 Elemeris of Corporation Faarce 



1)W I\s / orWoHl-sbcriMC r«K 10 1 3H5 372 38 S 33 I 36 32 5 
Uc(nt«c<n*joiUs \s ofl’rolUs 

bc\otc1rt\ 339 20 3 25‘> 222 2J 2 23 211 

3)lv Hs or Nci \VoU\\ 5 5 5 3 6 ft 6 3 5 S 6 

3>iv o3 1 »hU 3 9 4 '>4 H3 4 U3 7 117 It) 3 11)7 



Management of Income 



/ 



17 


Corporate Expansion and 
Amalgamation 


Clmngc IS the law of life . it is inherent m the life of individuals 
as well as institutions None of the political, social, or economic 
institutions of mankind stands still In an age of largC'Scale 
enterprise, men have come to believe that to survive or to succeed, 
their business undertakings must expand and that they are doomed if 
they contract Moreover, there is the un)ver%a] desire of mankind 
to grow, because growth in some form is essential to existence 

The post-war years have been years of unprecedented business 
growth The pressures of deferred demand accumulated during the 
war plus a rapidly increasing population have created unusual 
market opportunities crying for satisfaction To these influences 
must be added new products based on new technology and new raw 
materials In addition, rising prices maintain a constant pressure 
in terms of both profit opportunity and financial need Under the 
circumstances it is not surprising that corporations expand operations 
both through the construelioi) of additional capacity and by the 
acquisition of existing facilities by direct purchase or merger 

Reasons of Expansion 

The reasons of expansion arc deep rooted and reflect an innate 
characteristic of progressive civilization Moreover, the internal 
urge of individual business leaders is stimulated by various forces 
of a psychological and an economic nature Among these, (he 
following are noteworthy (I) Competition encourages growth and 
unless a corporation expands, it will frequently be surpassed by 
competing groups (2) The momentum developed by sound expan- 
sion IS a source of validity and vigour (3) The possibility of greater 
profits IS equally stimulating (4) Large-scale operations m.'iy per- 
mit economics and advantages not obtainable to the same degree 
on a smaller scale (5) Monopolistic ambitions may also be the 
cause of expansion 




336 Elements of Corporation Finance 
Kinds of Expansion 

Usual methods of business expansion are two (1) internal and 
(2) external Large corporations and corporate groups come into being 
(l)b> internal growth or through retained earnings, (2) by the sale 
of securities to the public or (3> b\ the acquisition of other business 
units by the use of such devices as the trust the holding compan), 
the lease or outright fusion b> consolidation and merger Expansion 
may be one of the following kinds 

1. Expanding the marhet This may involve the establish 
mert of wider facilities and expansion of the market which implies 
a corresponding increase in production 

2 Increasing the number of products 

3 Making iinprotemcnts Even though improvements ma\ 
result m lower costs their installation calls for capital expenditures 
the allocation of funds to permanent assets Such allocation is 
expansion 

4 /nfegroiion Integration is the addition of facilities or 
processes ultimately used in the manufacture of the concerns 
products. Thus a newspaper chain may go into paper m^ng, an 
automobile manufacturing company may acquire a steel mill, a fruit 
canning concern may go into orcharding 

5 Combination Any of the above types of expansion may 
be undertaken within the concern itself or by combining with others 
It mav be easier or more expedient to acquire or become a part of 
existing concerns, or to form with them a new and larger orgam 
zaiion than to create new facilities »n competition with them 

Motives of Expansion 

The motives leading businessmen to expand mav be classified 
under three heads ambition, speculation, and profits 

1 Ambition Personal ambition has at its root the creative 
impulse, self-expression, the desire for conquest and achievement, 
and the approval and respect of one s friends, neighbours, and 
associates 

2 Speculation As many men give vent to their creative 
impulses and their desires for conquest and achievement, so some 
fjke fo deal in uncertainties, to apply their imaginations, and f*? 
carry the risks of success or failure 

3 Profits Profits from expansion are made possible m 
several ways These channels may be classified as those pertaining 
to (a) production, (b) purchase, (c) distribution, (d) administration 
and (e) finance 

(a) Production Adianlages 

(1) Lower material costs and steadier prices bv reason of 
larger purchasing power 

(2) Specialization of skilled management 
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(3) Specialized division of labour 

(4) Specialization of plants 

(5) Greater possibilities in the introduction of labour-saving 
machinery 

(6) More effective use of by-products 

(7) Greater possibilities m experimentations and research 

(8) Stabilization of produaion and reduction of losses from 
fixed expenses during idleness 

(b) Purchase advantages 

(1) Economics of large scale purchasing 

(2) Buying from original source, or ownership of original 
source 

(3) Control of supply of materials 

(c) Marketing advantages 

(1) Larger volume, lower prices and easier selling 

(2) More effective use of salesmen, since they represent a 
larger variety of products 

(3) Economical use of advertising media not available to 
smaller business 

(4) Assumption of middleman’s function to reduce costs or 
reach customers more effectively 

(5) Transportation economies 

(d) Administraine adiantiiges 

(1) Greater use of statistical and accounting controls 

(2) Benefit from intercompany comparisons and exchange of 
ideas 

(3) Greater specialization m administrative departments 

(4) Use of higher priced experts because of larger volume 
of operations to support cost 

(5) Greater use of research and testing methods 

(6) Centralization of planning for formerly separate units 

(7) Lessened labour turnover because of wider variety 

(c) Financial ad\antages 

(1) More efliCienC use of funds through coordination of 
successive steps in production 

(2) Lower cost of funds through better credit and access to 
the national capital market 

(3) Centralized control of cash, credits and collections, and 
inventories 

(4) Stabilization of earnings by balanced production 

(5) Reduction or eliminatton of competition and control of 
market prices 
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Disadvantages It is not to be supposed that these ad^ao 
lages automatically accrue lo the expanding concern or group Some 
of them may be offset by certain disadvantage' \\hich large-«cale 
operation and combination may involve These arc 

1 Limitations of executive and manaeeriaJ abililv to control 
large scale operations cffectivelv 

2 Loss of personal contacts as personnel expands 

3 Cumbersomcness of production and administration 

4 Encouragement to over expansion and ovcropitalization. 

5 Danger of arousing public hostilitj and burdensome 
regulation 

6 The possibility of hostile public relations 

1 Higher taxes 

Sources of Expansion Funds 

Irrespective of the economic limitations of expansion, businesses 
are probably expanded as frequently on the basis of the availabihtv 
of funds as under any other circumstances Thus expansion 
IS often undertaken m periods of high labour and material costs 
and high interest rates (periods of prosperitv) 

Funds for expansion are obtained from one or more of the 
following sources (1) accumulated surplus, (2) conversion of 
unnecessary asset*, (3) short-term borrowing, (4) sale of bonds, and 
(5) sale of stock, etc 

The usual method adopted b> a corporation to expand its 
operations is through a process of natural growth financed out of 
earnings or new security floatations Small corporations have little 
alternative but to finance expansion through retained carmnes 
Larger concerns have the added source of funds obtained from the 
organized securities markets Growth from within, coupled with 
that financed by periodic security issues, has the advantage of being 
of a progressive or evolutionary character This should afford an 
opportunity to keep financial errors at a minimum 

To the desire for speed and for reduction of competition should 
be added the fact that it may be possible to acquire existing corpo- 
rations more cheaply than to establish equivalent operations It is. 
therefore, not surprising that corporate growth frequently finds its 
expression m some form of corporate combination or amalgamation 

COMBINATION 

Coijibwaiion is a general term used in the USA and refers 
to several types of intercorporate fusion In India, the term arra!- 
gamanon ts in popular use The Indian Companies Act, 1956 u'cs 
the term ‘amalgamation'*, though ii does not define it spenficalh 


I The term ‘amalgamation* is somnimes used jn the USA to describe a 
consolidation In England as alsom Inda the term is s'non>-mous wnh 
‘cOBSohdslton 
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However, according to decisions of courts the term contemplates “a 
state of things under which two companies are so joined together as 
to form a third entity or one company is absorbed into and blended 
with another company ’ The company which is amalgamated may 
or may not cease to exist "A company formed by the amalgama- 
tion of two companies is in law a legal entity distinct from the two 
constituent companies Thus, the new company cannot be treated 
as a successor to the constiliicnt companies eg, for the purpose 
of Income Tax 

Adiantngca ftf Combination 

1 More minute division of labour — which is usually pro- 
ductive of high elfictcncy 

2 Possible specialization among dilTcrent plants of the same 
organization 

3 Introduction of machinery and other labour-saving devices 
which might not be possible with small scale production 

4 Expert technical assistance, the cost of which may be 
spread over a greater number of units of product 

3 Production research, the cost of which could not ordinarily 
be borne by small organizations 

6 Ease of control of p items and joint use of the same 
patents or processes 

7 Possibly the profitable uuhraiion of by products In 
small concerns by products are frequently a waste 

8 Spread of administrative expenses which do not ordinarily 
increase directly with an increase m production over a 
larger number of units of products 

9 Possible large scale purchasing, which is usually produc- 
tive of savings, not only through lower prices but from 
lower transportation costs per unit of purchase, and some- 
times from less clerical work per unit of product 

10 Large-scale marketing, which leads to large sales at small 
profits per unit of product, to the reduction of selling 
expenses per unit of product and to national, big-scale 
advertising 

11 Financial advantages through the case of floating large 
security issues, jnd by increases m the turnover of cash 
and of receivables Borrowing is easier and generally 
cheaper for large concerns than for small ones 

12 Availability of administrative genius to concerns that can 
afford to pay for it 

13 Reduction or elimination of cross freights 

14 Discouragement of ptice cutting 

J5 Ease of control of customers 
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16 In some cases corporations combine m order fosasetlic 
absorbed corporation from embarrassment which might 
reflect on other com^ms in Ihe same field 

Disadtantages 

1 Bigness leads to extravagance Small expenditures are not 
watched carcfull) 

2 Details that are important to small concerns arc often 
overlooked in large ones Such derails ma) be found la 
anv department 

3 Managerial ability of sufficient calibre to handle aggre- 
gates of men, properties, and transactions is difficult to 
find 

4 Public opinion in general does not favour huge cnterpn'.e' 

5 Contrary to general opinion, depressions sometimes affect 
large enterprises very severely It is not easy for a vast 
organization to contract 

Types of Gombioation 

Combination, of whatever form may be one of three tvpes, 
or may be a mixure of two or three types 

1 Vertical Cornblnaticn When a company expands in 
order to engage la the production of articles or the furnishing of 
services essential to the manufacture or disiribunon of its onpnal 
line of products, and for which it was formerly dependent upon 
other firms, it is described as expanding %erncall) In this case the 
product of one of them is a necessary ingredient or component 
part of the product of the other For example, a manufacturer of 
parts may combine with a company that is a supplier of the raw 
materials of the products it manufactures , a distnbuting companv 
may expand vertically by secunng its own means to manufacture 
the articles It sells , or a maaitfactanng company may develop its 
oWTi distribution outlets and services instead of utilizing independent 
firms for this purpose Vertical expansion is a popular form and 
the concerns so formed own or control all of the pruaarv production 
and distribution facilities or facilities incidental thereto, from ex- 
traction or raising of raw materials to the distnbution and financing 
of sales to customers Thus, vertical combination consists of one 
organization of different undertakings, carrying out successive stages 
in production, from the raw material to the finished article, or even 
to the retail sale to the consumer. It aims at securing a position of 
self-sufficiency one large self-contained and self-supporting unit 
IS formed 

2 Horizontal CombiMlion A combination is horizontal 
when two or more organizations engaged in the same or closelv 
related Imes or stages of production or distribution are brougrt 
together under one management The purpose of such a combma* 
tion is to eliminate waste and to develop greater economic power 
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through large-scale production, systematic works specialization, im- 
proved methods of distribution, and concentrated research In 
addition to these advantages, it may, through its increased capital 
and purchasing power, obtain raw materials more cheaply, and 
through Its influence enter into agreements with other large combines 
and so still further consolidate its position If the combine is so 
complete that it constitutes a virtual monopoly it may concert 
measures to restrict output and fix prices 

3 Circular Combination The circular or complementary 
type resembles the horizontal combination It involves the combi 
nation of units, either as divisions or subsidiaries, which produce 
goods that can be distributed through the same channels or by the 
use of similar methods Prominent examples are General Foods 
Corporation of the USA, whose subsidiaries include companies 
producing beverages breakfast food, baking powder and other foods, 
and General Motors Corporation, whose divisions and subsidiaries 
produce and sell air-conditioners, refrigerators and other household 
appliances as well as automobiles, trucks and accessories The 
object may be partly to effect economy m overhead expenses and 
partly to ensure against the failure in demand id any particular 
trade In some cases this mutual insurance of markets is a domi- 
nant motive for circular combination 

Methods of Combiaation 

Corporate combinations may be affected m a number of ways 
that reflect the purpose of the combination and the laws applying 
to combinations and rcstramt of trade When the purpose is pri- 
marily one of controlling markets and competition, an informal 
arrangement may be expected On the other hand, when the pur- 
pose IS primarily one of achieving (he economies that may be 
inherent in a large-scale, integrated operation a formal legal organi 
zajjon will be used The various methods of combination have been 
classified into three broad categories (1) informal methods , 
(2) formal methods with separate identities , and (3) outright absorp- 
tion of separate corporations or merger 

I Informal Co operation 

(i) Gentlemen s Agreement 

(ii) Pools, association agreements, and cartels 
(ill) Community of interest 

(iv) Interlocking Directorates 
(v) Purchase and sales contracts 
H Formal Combination 

(i) Trusts 

(ii) Holding companies 
(ill) Leases 
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III Outright Absorption : 

(») Consolidation 

(n) Merger 

I Informal Cooperation 

InTormal methods are used when the purpose is to re^tiKt 
competition or when it is desired to obtain an element of co-operalnc 
action without formal ornaoizaiion This mas be to asoid the 
financing and other problems imolscd m formal arrangeir'nts , n 
mas be arranged for a temporarv purpose 

Gentlemen t agreement Thes are temporar> unwritten 
airangemcnts which depend for iheir success upon the willingness cf 
the members to abide bs them Thes are founded upon a cere 
‘undersiandinc — usually oral and confidential— between those ra 
control of the participating companies that the companies would act 
pursuant to a common policy to accomplish certain ob;ecti\es Tie 
usual purpose ts to divide markets place limitations on production. 
maintain or fin prices or siimlarJ> resirain competition This 
arrangement however, has oeiihcr legal sanction nor administrative 
organization for purposes of enforcement As a result, the partici 
pants are prone to violate the agreements whenever it is to their 
profit to do so They are lheweak«t of all forms of combmaiica, 
because under pressure 'gentlemen mav cease to be gentlemen* Jtt 
some cases they are vitiated by uninieniionaj breach owing to th* 
fact that thev arc subject to misunderstanding. These agreetaenis arc 
almost defunct now 

Pool Pools are more formal groupings of competing com 
panics for the purpose of controlling pnees, patents, markets, output 
or camaigs ihrou^ a central organization Jt is customanh, not 

necessanh, a wntien agreement and often confidential in whole or 

pan. It IS formallv oreanized and usualb has a central adminis- 
trative acenev to which all the members report. In the event cf 
violation, a penaltv is impo-ed and is collected bv the central cffice- 
Such supervision serves to make the pool shehtlv moreeflecuve 
than the genilcraen*s acrecnjeni , but at the same time, no l*g 2 X 
means of enforcement are available because the agreemrals are 
iHecally m restraint of trade As a result, individual members are 
likely to desert whenever they have an opportunity to make unusjsl 
profits The basic weakness of pools 'terns from a desire to 
overdo the degree of exploitation. 

Pools are classified according to the purpose for which thev am 
formed (I) Produclion pools (2) Sales pools, (3) Spscvhucn poo >, 
(4) Traffic pools, (5) Temtonal pools, (6) Market pools, (7) Pat®^ 
pools, and (8) Income pools 

Cartel is an European lenn and is similar to the pool Tb‘ 
system prevails largelv mGcrmaav, Austna, Belgium and other 
ncntal counlnev Some of the jxjwerful cartels arc to be 
in the piE iron, steel and roaoufactured metal trades la German' 
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Austria It has been defined as “an assocjatjon based upon a 
contractual agreement between enterprises in the same field of 
business, which, while retaining their legal independence, associate 
themselves with a view to everting a monopolistic influence on the 
market ’ ' In a cartel independent undertakings in the same or 
Similar branches of industry come together with a view to improving 
the conditions of production and sale They are called ‘syndicates' 
where they have set up a cewnmon sales organization It is a looser 
form of mdustriaJ combiitnUon and ailows the different bus/nesses 
joining the combination to retain a substantial amount of individual- 
ity and liberty It does not directly contro] the management of the 
differenl businesses joining It and It does not fix a uniform rale of 
profit for all those businesses , >t generally fixes only uniform selling 
price for the commodity produced by the different businesses and it 
also regulates their output* With its looser organization it can be 
more easily formed and more easily dissolved 

Community of fntcreat By a community of interest is meant 
the grouping of separate corporations within a sphere of influence 
through common ownership of stock by one person or a small group 
of persons who are bound together by common interest and family 
relationship or long acquaintance This influence may be made 
more cflective by mteclocking directorates— that is the same men 
sitting on the different boards of directors Whether as a result of 
community of interest or interlocking directorates or both, such a 
group of companies will work in harmony with one another, since 
they are either owned or managed by (he same persons Such 
arrangements have played an important part m the development of 
railroad, industrial and utility combinations and may be almost as 
effective m concentrating control as a formal device 

Interlocking Directorates Whenever the board of directors 
of two or more corporations have members common to each board, 
an interlocking directorate exists Although these ‘common’ 
members may never carry confidential information between the 
various boards, they arc able to influence the corporations’ policies 
toward united or co-operative action 

Unlike the community of interest, interlocking directorates can- 
not be concealed and, as a result, can be regulated by law Under 
the Indian Companies Act, 1956 no person can be the director of 
more than twenty companies at a time The Clayton Act of the 
USA prohibits interlocking directorates in large national banks 
(deposits and net worth of more than S 5,000,000) or in industrial 

corporations of over S 1.000,000 net worth which have been or are 

competitors of each other Railronds of the U S A may have 
interlocking directorates only with the approval of the interstate 
Commerce Commission and registered public-utility 

Companies may have common directors with banks subject to the 
rules of the Securities and Exchange Commission 

‘ N G Guihmaiin and H E Doiigall Corporate Financial Pakey, 1957. p SAJ 
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Purchase and Sales Contract Soch contracts JSSy result la 
CO ordmated effort w ithout the relinquishment of corporate idcntits 
A company that uses or sells the products of another mav enter mio 
an exclusive contract This relation may assure a relatively constant 
flow of business between the two, may lower production costs, may 
reduce or elimmate sales effort, and may result in economies One 
company may become subordinate to ibe other, and it is not un 
common for the contract to be reinforced by control of one companv 
by the other through stock ownership Many present subsidiaries 
of motor and steel corporations of the USA w ere originally related 
to the parent company soleH through purchase and sales contracts 

Less obvious methods have been employed to obtam concerted 
action by a group of competing corporations Trade Associations 
formed to study such problems as accounting methods, labour 
relations genera! research relations with*lhe government, and pnoe 
poliacs have led their members to reach agreements that have grcatlv 
reduced or eliminated competition in the matter of prices 

11 Formal Combination 

The formal types of combinations involve financial relation 
ships and problems requinng more careful attention. 

Trusts The word ‘trust* has several meanings, but so far as 
combinations are concerted, it refers to the device of all or much of 
the stock of the constituent corporations being transferred by tfa* 
stockholders to a group of persons known as ‘iruslees’ It signifies 
a consolidation of capital which is large and strong enough tocoatrol 
the supply and the selling price of the articles with which it deals. 
The trustees m return issue receipts for the stock. These receipts 
are known as trust certificates, and they possess all of the charactens- 
tics of stock except the right to vote Since the trustees then possess 
all or much of the stock of the vanous companies they mav control 
them as one to the extent that ibcv have effective controL The 
constituent members fuse together their mtemaJ management as 
well as their external affairs relating to market problems in favour 
of a new unit The control organization decides to a large extent 
the programme of work and the sales of each parljcipatmg und-r 
takings Finance is uniformly regulated for all members, surplus and 
deficiencies being adjusted within the combme The distnbution of 
profits takes place on a common basis 

Holding Companies In its broadest sense, a bolding company 
may be defined as ‘ any corporation vnhich owns the stock of one or 
more other companies In the mere generally accepted use of the 
term, “the holding company *s a corporation which owns enough of 
the voting stock of another corporation (the subsidiarv) to have 
working control over it.”* A company owned or controlled bv 
another to the extent that it is a mere instrument to carrv out tbs 
orders of the owmng companv is called a subsidiary and the owning 


1 H G Guthmaaa and H. E. Dousall op cu ,p 5S7 
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company itself is called the parent company The top company, 
known as the “parent" organization, may be characterized as the 
“grandfather" or “great grandfather’ company, according to the 
degree of relationship Thus, holding company and subsidiary 
company are relative terms Under the Indian Companies Act, 1956, 
a holding company is one which (a) controls the composition of the 
Board of Directors, or (b) holds more than half the nominal value of 
the equity share capital of another company The term is usually 
restricted to two types of organizations — pure holding companies and 
mixed holding companies A pure holding company is a non operat- 
ing company organized for the purpose of investing its capital m the 
shares of other companies, the aBairs of which it undertakes to 
direct or administer A holding company that is itself an operating 
company is called a mixed bolding company In other words, 
companies which operate property of their own m addition to 
controlling other corporations through stock ownership are called 
parent or holding operating companies This term is particularly 
appropriate if the large company has taken the initiative in forming 
the smaller one Most large companies belong to this group 
Companies which do not operate properties, but simply direct the 
operations of their subsidiaries, are called pure bolding companies 
Their assets consist mamly of shares of subsidiaries, and their 
income is derived from these secunties 


Adoantagea of holding company The holding company 
represents the most flexible device m the entire field of corporation 
finance Most advantages claimed for combinations that eliminate 
competition and permit large-scale production apply to holding 
companies In the holding company form of intercorporate relations 
there ate many conflicting and adverse interests There are the 
interests of the holding company itself and of its subsidiaries as well 
as of the stockholders, directors, and oflicers of each of them In 
addition, there are the interests of consumers and the general public 
The advantages listed below are those accruing to the majority of 
all the interests involved 


1 Flexibility and facility of formatum—Fho holding company 
relationship is the least troublesome to create of all the forms of 
combination The history of the formation of many such companies 
indicates that combinations formed in this manner have been 
remarkably free from annoying and difficult litigation by stock- 
holders and creditors 

2 Economy and efficiency of operations — It can employ high 
priced experts for advising subsidiaries, furnish them financial 
assistance, effect savings in quantity purchasing, and the like Sorne- 
times greater efficiency is achieved by placing a number ot similar 
companies, functionally ot geographically related, under ^ 
holding company Managerial, legal, financial and operationat 
efficiencies are possible, while stiU retaining the separate corporate 
entities 


3 Ease of acquiring and mamtaming control -liie management 
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of a holding company can obtain at least a degree of control over 
a firm by the simple expedient of purchasing stock on the open 
market It is not necessary to obtain permission from the stock- 
holders of either corporation or to reach an agreement with the 
management of the other company The problems of valuation of 
assets and earnings, exchange of securities, and handling of non 
co-operating minority stockholders, arc not present 

4 A\oidance of legal impediments ~\Jse of a subsidiary 
protects the position of the parent corporation in connection with 
damage suits or other legal difliculties Damage suits against a 
subsidiary if won, do not so seriously injure the holding company 
or its other subsidiaries 

5 Ad\oniages m financing — In many cases, holding companies 
have been a major source of funds for the financing of subsidiaries 
The expansion and integration of public utilities has received a 
tremendous impetus by the combined financing of holding companies 
and their operating subsidiaries 

6 Adjustment to local conditions— Local operating companies 
are adaptable to local conditions In a country like the USA 
having forty-eight states, there are conflicting laws and retaliatory 
legislation To escape adverse legislation, corporations form 
subsidiaries m the states ha\ mg adverse legislation Parent company 
operates m the sidles not having It A local corporation can adopt 
Itself to particular conditions and its officers will have authority to 
act on the basis of thetr own independent judgment Goodwill 
of the subsidiary is maintained 

7 Acceleration of 'trading on the equity — Gaming of control of 
several subsidiaries through ownership of stock interests will permit 
an original investment to control a sufficient number of concerns 
arranged in order on top of one another This pyramiding allows 
the original capital to be ‘stretched’ several times , in other words, 
the ‘trading on the equity’ may be greatly enhanced Profits may be 
piled on top of profits 

8 Small amount of capital required — In order to control the 
operations of other companies, only the voting stock need be 
acquired In cases of wide distribution of such stock, a small 
fraction of these shares is sufficient for a working control A little 
more than half the voting stock will always give absolute control 

In the public utility field, with its extended use of bonds and 
preferred stock, the equity capita! of a holding company can be a 
minor part of the total investment 

9 Compeiiiite gams There is increased efficiency throughout 
the entire industry resulting from the elimination of inter-company 
competition The more common expenses which are lessened over 
the industry as a whole will be the decreases m advertising overhead 
in general, inventories, duplicated equipment, etc As subsidiaries ol 
a single holding company^ several small concerns no longer compete , 
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■mtead, the, co-cp=rat= and even special, » on particular types and 
varieties of product xi,r«.nih ihe hoidmc company 

10 Ar mth^ k'nS of 

many fields of operation may In this way material sources 

business or in varieties of ouarantecd ^The dnersification 

may be assured or market outlets be guarantee 
may be made, therefore, to work by P Holding companies 

S'eSe^fas tiy kVnds^^rf business as desired h, aequirinP 

control of a sufficient number of companies 
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4 Management control m 
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an?s are far removed from ibe parcnl orgaa^aljom The officers lies 
acquire a degree of iDdependcDC*; and auionoms nol alwavscondunvc 
lo co-operatne action- 

5. Decentralization crd ine^icierc) — Decenlraizatioa la lie 
bolding companv, as contrasted wnb ccnlralization in ihe merger or 
consolidation, docs not a]v\-a>s pro^e economical or efficicni- 

6 Difitvlt} of dissolution — Dissolution of one or eqo’t of 
the subsidiaries is somciim» \cn difficult, especiaUv if ibere are 
minoniN interests to consider 

7 ^Icnipuloiion — The creditors and mmoriiv siocUiolders of 
subsidiarv companies ma\ suffer on account of manipulation and 
‘upstream loans Ooans made b\ subsidiaries lo the holding compan' 
at innes when the subsidiaries can dl-afford them) There ma' be 
excessive dividend pavmenis b\ subsidiaries to bolster the holding 
companj s cash mcome The creditors max also lose b\ the diversion 
of one snbsidxarv s business lo another 

8 Dijodrcmugei to eonnimerj — ^The holding compan> mav 
pul the consumers to loss b> interference with local prices of prcdods 
and b\ diversion of the local subsidiarj s fund> to other locaLlits and 
through loss of local management 

Abtite* of holding oompcns The holding compaav form of 
combination is pecuUarl) susceptible to tbe mtr^uction of Otises 
both m ns formation and operations Propeilv uijhzed the device 
IS sound and economicallv and soaall) jusnfial But it has not 
been alwajs so used. A few of the flagrant abuses are 

1 Disenfranel isement — In order lo control exteasivepropeiues. 
the holding companies tend to raise capital K means of tonds and 
preference shares, resulting m equitable distribution of \otmg power 
among secuntv holders Thus persons wiiii tbe greatest mvesunent 
and prarticaiv the sole interest in the soundness of the subsid-ar? 
are depnved of a v ojce la managcjnenl 

2. ‘■Fair yicather' capaaJ stnidures — The uasoundness of top- 
heavv, over-capitalized, debt-burdened bolding companies and pro- 
ducing and operaung companies malf them unable to ■wnhsiand anv 
considerable change m raramg abihlies. As a result, defaults, 
reorganizations, and bankrupicies, with hcaw losses lo investors, 
often follow Sound capital structures are often sExaiSced for the 
sofe benefit of the ftofrfing companv 

3 Draining of assets end comzrgj — Bv the use of imjusnfed 
interest bearing loans to dependent companies, the holding companv 
sometimes prooire mcome for rt'«lf even when the borrowing compan' 
is ID arrears of preference dividends. Or it can divert funds b' 
mter-compani transactions from one subsidiary to another It cza 
also overi±arge for its «pecialized services la cngineenng, finance, cr 
management. 

4 Manipdaiion of accojnts — Bv manipulatioa cf arcounLs. 
cspeciallv of depi^naiion and reserves, the holding companiesdis'i^ 
income mid asset figures and dram off funds through unwanusted 
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dividend payments The usual method employed is to “wriie-up” 
or rnflafe the assets of subsidiancs and sell securities on the basis of 
the “watered" values 

5 Concentration (^eronomic/ioHer — The uneconomic combi- 
nation of unrelated properties under absentee controls and speculr- 
tion in securities, often diminishes the nation’s productive facilities 
and results in huge public losses 

6 fvojion of goiemment jHpernsion and regulaXions — The 
holding companies become powerful instruments of evading govern- 
ment supervisaon and regulations 

7 Excesswe rates to consumers — The financial practices and 
manipulations of holding companies have often prevented price or 
rate reductions to consumers 

8 Reduction of taxation — The bolding company device is 
frequently used as a method of limiting taxes m countries like the 
USA where corporations are not fixed uniformly m all states The 
device IS the maintenance of sickly subsidiaries, i e , the Josses of the 
subsidiaries offsetting the profits of the parent concerns 

9 Disstpation o/goo<Avi//— In the creation of a great holding 
company through the absorption of numerous subsidiaries, the proper 
treatment of goodwill is extremely difficult If company A is acquired 
by B, It does not follow that A’s goodwill remains the same , it may 
increase, but it is more likely to decrease 

Leaae$ The lease is also used as an alternative to other 
means of combining whole properties A lease contract is essentially 
an agreement under which the owner (landlord or lessor) transfers 
the possession of some Of all of his property 10 the user (tenant or 
lessee) m return for the payment of rent Here the entire operating 
assets of one company are leased to another for a long period of 
time The lessor corporation becomes a mere shell, collecting the 
rental and distributing it to its creditors and owners Such long- 
term leases involving the entire assets of the lessor require the 
consent of its shareholders The lessee agrees to pay all operating 
expenses and taxes and a stipulated rental for the use of the 
properties The rental often consists of a sum sufficient to cover 
interest on any bonds of the lessor and a fixed return on its stock, to- 
gether with a sum sufficient to cover the running expenses of 
administering the dormant non-operatmg lessor corporation such as 

office expenses, corporation franchise taxes and the like 

A lease contract may be for a short period of one to five years 
or It may be for a very Jong period of 50 or 100 years (999 yjtirs is 
common among railroads) Jtis an important device of an«ting 
combination in the railroad industry of the U S A wherein 1951 as 
much as 11% of the railroad mileage was owned by lessor companies 
Lease is seldom used by industrial companies to affect combinations, 
save for the occasional use by extractive and chain organizations 
III OntrJgbt Absorption 

The bringing of two or more companies into a 


common and 
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single organization may be accomplished cither by the enlargement 
of an existing concern or by the creation of a new corporation 
Under the first plan, one existing company expands its capitalization, 
obtains the outstanding securities of the other companies by giving 
its own m exchange, and then usually arranges for the dissolution of 
corporate identities of the merged companies Under the second 
arrangement, a new corporation is organized to take over all the 
individual concerns involved, after which the process of exchanging 
securities and the dissolution of the separate corporate entities are 
about the same as in other procedure Technically, the first method 
IS known as a ‘merger and the second as a ‘consolidation’ 

Consohflattan A complete union of two or more companies 
into one new company is called a consolidation The uniting 
corporations are voluntarily extinguished according to a plan 
approved by the shareholders and the new entity takes over all of 
their properties, liabiliiies, and non-dissenling shareholders remaining 
upon execution of the plan 

Merger When one or more corporations are fused into one 
already in existence, the result is called a merger Upon the agrcC' 
ment of merger becoming effective, afierapprova! by llie shareholders, 
the separate existence of the company acquired ceases and acquiring 
corporation succeeds to all rights and property of the corporation 
acquired and becomes subject to ail of its debts, liabilities and 
duties 

In a merger there is usually (he exchange shares or the stock 
After all the shares of the absorbed company are acquired, the latter 
IS dissolved and the result is one larger acquiring company retaining 
Its own identity 

In a consolidation, it is necessary to form a new corporation, 
to obtain a new charter , in a merger the combination takes life 
under the charter of the acquiring corporation It may or may not 
be essential, m a merger, to obtain an amendment of the charter of 
acquiring corporation, but Jl is not necessary to obtain a new one 
In a merger the identity of at least one of the constituent corpo 
rations is retained In a consolidation a new identity is created 
As in the case of a merger, the basis of combination is usually an 
exchange of stock In the case of the merger, only the absorbed 
mcopanj' (or is d«5ofx«? She e.ichsrge Jjo she case 

of the consolidation all of the absorbed companies are disseised 

Other forms of Combination 

In addition to the varieties of combination outlined above, 
certain special types are worthy of note These are not combinations 
m the same sense as those outlined above, but are combinations for 
special purposes only They arc (1) Trade associations, (2) 
Voluntary chains, (3) Group buying associations, (4) Joint advertises, 
(5) Cooperatives, and (6) Export associations, etc 
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(5) legal considerations of domicile, control, etc , or any or 
all of these The ^^e!l kno«n methods emplojed are three the) 
are (1) the Scientific method, (2) the Bargaining method, and (3) the 
Option method 

77ie Scientific mer/iorf emphasizes the value of assets and earning 
pov\er Tangible assets arc usually paid for in preference shares ; 
excess earning power in ordinary shares The chief problems of this 
method he in the appraisal of assets 

The valuation proceeds on the analogy that a constituent has 
two distinct things to contribute to a consolidation, namely, assets 
and earning power It entails (1) determining the capitalization of 
the consolidated company b> capitalizing earnings, and (2) distribut- 
ing the securities among constituent companies according to a 
formula for csaluation of assets and earning power 

When this plan is followed, the constituent companies simply 
decide that all tangible assets shall be paid for in preference shares 
at par and that the excess earning power shall be paid for in 
ordinary shares The excess earning power is usually called 
intangible assets or goodwill and is found by subtracting from the 
capitalized earning power the amount of tangible assets If the 
tangible assets amount to Rs 1,00,000 and the net eammgsto 
Rs 25,000 a year, and 10°<, is considered a tair rate at which to 
capitalize the earnings, the capitalized earnings will be Rs 2,50,000 
and the excess capitalized earnings will be Rs 2,50,000 less the 
amount of tangible assets (Rs 1,00,000), or Rs 1,50,000 This 
company would, therefore, have Rs l,<)0,<^ of preference shares and 
Rs 1,50,000 ordinary shares 

It does not provide a hard and fast division of shares ft 
Simply implies a principle, namely, that some allowance will be 
made for tangible assets in preference shares and some allowance will 
be made for earning power m ordinary shares But what allowance 
shall be made in any given case is a matter for the parties to 
negotiate 

The Bargaining method emphasizes earning power and the esti 
mated savings of the proposed combination It is called the bargain- 
ing method because the amount to be allotted to each constituent 
company depends on the importance of the constituent’s assets and 
earnings, and because It allows wide powers of bargaining to the 
promoter 

In this method, the promoter estimates the total eammgs after 
consolidation To the present actual earnings he adds the anticipat 
ed savings of consolidation The total is then capitalized at a fair 
rate He then negotiates with the vanous companies «o ® 
portion of the securities is left for him, as compensation for ms 
promotional services This method is also called the Morgan 
method after one of its most successful exponents 

Some authors’ call this the negotiated exchange method since 

X F F Burt Chelt and C. Hicks Corporation Finance, 19^S, p 556 
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the basis of the exchange of shares is /o be defermmed between the 
parties to the consolidation by elaborate negotiations The promoter 
01 the consolidation approaches the officers and directors of the 
corporations to be consolidated, and negotiates directly for the 
exchange of shares Brokets may represent one or both of the 
parties, or the sale of assets may be negotiated by an investment 
banker, an attorney, or a consultant representing cither corporation 
The interested corporation furmshes the corporation proposing the 
merger with financial statements and other data necessary to work 
out the deal If the shares of the acquiring corporation and of the 
corporation to be absorbed have clearly established market price, it 
is easy to arrive at an equitable basis for effecting an exchange of 
securities But if the shares of the corporation that is to be absorbed 
arc not bought and sold on a stock exchange or over thc-counter, 
those who are negotiating the deal must determine the relative values 
of the shares of both corporations by bargaining and must arrive at 
d basis for an exchange of shares that will meet with the shareholders* 
approval When an agreement is reached as to an equitable basis 
for the exchange of shares, a prospectus of the proposed exchange 
»s drawn up The plan is then submitted to the shareholders at a 
special meeting, and if approved by the officers, a few large share 
holders and some bankers, wiflgeneraffy be approved by (he share- 
holders to implement the deal The success of the exchange method 
ts conditioned by the aiiractivcncss of the exchange ratio It is, 
therefore, not uncommon to make special provisions for non-assenting 
shares, i e , payment in cash at appraised values, or court procedure 
to secure their value 

The Option method is so called because by this plan the promoter 
first obtains from the constituents options to purchase their assets 
Since the promoter does not ordinarily possess suflicieni cash to 
take up (he options, he ckea generally forms a syndicate to furnish 
the same, and the holders of the properties are offered securities of 
the acquiring company in lieu of cash Should they not accept 
such securities, the syndicate pays the cash and takes the securities 
The promoter carries great risks under this plan This method is 
also called the Flint plan because this was frequently and successfully 
used by Charles R Flint of the U S A 

Under this method, the approach may be either through shares 
Of through assets If (he shares are owned by a small number of 
holders, negotiations are carried on directly with these holders, 
individually or in a group If the shares arc widely distributed, the 
first move may be to secure a deposit of the shares with a ‘consoli- 
dated committee" or a syndicate, which will negotiate the shares as 
a unit Jf the option to purchase is secured, further calculations 
may be made to determine if the optwit is worth an>thmg and how 
the funds will be raised to exercise it The option device permits 
financing on the part of the acquiring corporation after the basis of 
consolidation is known If temporary borrowing has been used, 
refunding may be carried out directly the options are exercised 
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This method does not require capital to be tied up m the consoli 
dation process for long 

Combinations in India 

Combinations in India haie not assumed such large proportions 
as in Western countries In fact, combination moiement is not a 
great problem in this countrj The reasons for the slow groHih of 
the combination mosement arc man> Firstly, industrially India is 
still backsvard With the exception of a fevs solitary cases, industries 
m India ha\c not reached a stage when combinations are necessay 
Secondly, our industrial leaders ha\c generally adopted an individual 
istic attitude m regard to combination Thirdly, the managine 
agency system has, m many cases, provided the economics of 
combination by means of group management of industnal units 
Till the passing of the Indian Companies Act. 1956, there were as 
many as 50 companies integrated under the managerial control of a 
single managing agency * These managing agents provided not only 
managenal integration, but also administrative and financial one 
The managing agency system, however, is fast declining as a result of 
the policy of gradual elimination adopted since 1956 or is being aboli' 
shed from certain fields of business and industry The country is also 
taking strides m the fields of industry, trade and business There is 
a move afoot to strengthen the industnal structure of the couato 
through the elimination of uneconomic or marginal units and 
concerns of old established industries of the country There may, 
therefore, be need to accelerate the pace of combination movement 
in the country Some important examples of amalgamation m the 
insurance and banking are given here 

1 Life Insurance Corporation of India — In the field of finance 
a very important amalgamation is the formation of slate owned 
concern, the Life Insurance Corporation of India It came into 
existence on September 1, 1956 under the Life Insurance Corporation 
Act, 1956 The Corporation took over all the assets and liabilities 
appertaining to the controlled business of 245 insurance companies, 
including three State Insurance Departments Now, the L I C is a 
large orgamzation with Its offices spread over the entire length and 
breadth of the country 

2. Banking companies — striking feature of the bankms 
system in India until recently was that it consisted of a large number 
of small banks, which, however, accounted for a very small part of the 
banking business in the country These banks operated mostiv in 
the south, particularly in the States of Madras and Kerala Their 
activities were generally limited to one district and m view of their 


t Hits managerial integration was at us zenith ID 1950 when Messrs Andie^ 
Yule managed 50 companies MacLeod 40 companies Juggilal KamJajoM^ 
Datnua 35 companies (T R Shama and S D Singh Chauhaa . 
l/idusinej, 1966, pp 166 67) 
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limUed resources they confined their busincs>. mostly to sm ill traders 
and mdividuaJs Many of these banks were uneconomic units whose 
working showed' basic weaknesses such as low liquidity position 
over-capitalization, over-extended advances portfolio, large advances 
on clean basis, etc Since the enactment of the Banking Rcgul.uinn 
Act, 1949 the Reserve Bank has been endeavouring to improve the 
methods of operation of such banks through periodical inspections 
and issue of directions Banks which could not improve their 
financial position and methods of operations m spite of repeated 
advice and guidance were closed down through refusal of licences 
Though 135 banks (of which 2 were scheduled banks) were closed in 
this way during the period since the commencement of the Banking 
Regulation Act till the end of 1960, many sub-standard banks conti- 
nued to exist side by side with sound units 

Amalgamation or transfer of business of unsound units (o 
other banks is recognized as one method of correcting weaknesses in 
the banking structure Till Scpicmbcf 1960 the Banking Regulation 
Act. 1949 (Section 44A) had provided for the amalgamation of 
banks only on a voluntary basis , a banking company coviii also 
transfer its assets and liabilities to another banking company under 
Section 293 (!) (a) of the Companies Act Though the policy of 
the Reserve Bank was to encourage mergers, it could not play an 
active role m this regard as the initiative for such mergers had to 
come from banks themselves As a result such mergers were very 
Tew until 1960 The failure of two scheduled banks, viz , the Palai 
Central Bank and the Laxmi Bank m 1960, served to emphasize the 
need for arming the Reserve Bank with powers to bring about 
compulsory amalgamation or reconstruction of banks as an alternative 
to the lengthy and costly process of liquidation Accordingly, the 
Banking Regulation Act, 1949 was amended in SqJtember 1960 The 
Banking Regulation (Second Amendment) Act, 1960 empowered the 
Reserve Bank to apply to the Central Government for the grant of 
jjoratorium to banks where circumstances necessitated such ^lon 
purmgthe period of moratoriomthe Reserve Bank may framesctiOTes 
tor their compulsory amalgamation or reconstruction which on 
sanction by the Central Government would come into force on a 

specified date 


Under the provisions of the amended Act, the 
bad 936 offices were taken over by 53 banks between 1960-65 Of 
'he 187 Indian transferor banks (one was foreign transferor bark) 
'6 "ere scheduled banks having 362 offices Merger by wav jit 
"ansfer of assets and liabilities was the most common ° 

was adopted by as many as 1 1 1 banks as it involved the least amon t 
legal formalities Although banks were not ' 

permission of the Reserve Bank for transfers of assets and habiu 
‘"ey generally took the Reserve Bank’s advice m the m-tt.. ci 
merger. 
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Of IS7 racrgers of Indian k£nl$. 30 jnnsTs tool plan? tn th: 
public <‘ector ; 12 of tbc^e ■were oertm cf the Siaif'assoaatrd basis 
merged, on a ^ oluntarv baMS under ibe Stale Baal of India Ad aai 
ibe Stale Bani cf India (Sub^dian BanX^) Act- Wjlb tie acquisition 
of the Dew'as Senior Bani: bi ibe State Banl of Indore on ’‘larti 
20, 1965 the process of intecration of minor State-assonstsd banis 
wih the Slate Banl of India grtd us «ubs:dianes ■ft'as ato'^d 
completed. 

Then* •nere 45 compulson amalcaci3iJD'’5 b'ot.gbl aborl under 
Scaion 45 of the BanXine Regulation AcL the largest cumber of 
comp jlsof> amalramaiions (30) baMne taXca place ta 1951 In lb* 
subsequent rwojcarsibere verconlv 2 corapulsorv amalgamalion'u 
one in each ^car In 1964 there were as mans as nine amalgamaiion'^ 
on a compuison ba'is «Ii0c m 1965 there was a slowing derm m 
the pace of amalgamatioas and onlj four banXs were amalcama- 
led b> resorting to the premsaons of Section 45 of tie Banting 
Regulaljcm An. 

Modes of Amalgzxxxatioti 

Two rtr Tnnrg compgme^ ?>m^tr^TT)?»Tt» m g?Th?r cf lie ^0® 
wa\s (I) compan> A can 'oH its business and undmalmg i® 
compan% B in consideration of shares m companj B Cempam ^ 
liengoes into bqmdation and distributes lie «iiares m company ” 
among'i its shareholders and tie re^Tili of d all js tiai witTcas i^- 
were prerioush two coiporaijons, AandB, the corpoianon A 
now merged m corporation B The^c is onl} one corpo'^'^ 
camma on one undertaling isTih cne set cf sbar^olir*^ w 
AnotiCTW-aj in which amalginaiion is frequenil^ done is ^^5 
thud companr C is fonned and Iwib lie companies A and B ^ 
their undeiialmgs to compass C m con<jdTaiJon of <h 2 iTS in m...er 
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taking C The shares in A and B are then distributed amongst', the 
shareholders by means of iKjuidaiion and the companies A and B 
cease to exist As a result of the transaction, there is now a new 
corporation C in place of the foimer corporations A and B There is 
one set of shareholders instead of two sets of shareholders, and one 
undertaking instead of two undertakings 

There are five methods of amalgamation prescribed under the 
Indian Companies Act 

(1) By transfer of the mdetiaktng of one company to another 
An agreement to sell the undertaking of one company to another is 
entered into between the two companies The scheme contained m 
the agreement is a form of compromise or arrangement The 
scheme needs the sanction of the court Accordingly an application 
IS made to the court for its sanction If the court sanctions the 
scheme it is executed without formally taking the company into 
liquidation 

(2) By /rons/er e/sAnr^s of one company to another In this 
case the transferee company prepares a scheme and offers it to the 
transferor company for the approval of the shareholders of the 
latter company Thus, there is a voluntary transfer of shares of 
one company to another and there is no necessity of compulsory 
approval to the court If the scheme is not an appealing one, it can 
be turned down by the shareholders 

(3) Amalgamation m public tttleresi—fi it is essential in the 
public interest (hat two Or more companies should amalgamate, the 
Central Government has the power to order amalgamation of those 
companies into a single unit by a notification m the Officuil Gazette 
with such constitution, such property powers, rights, interests, 
juthonlies and privileges, and with such liabilities, duties and 
obligations, as may be specified m the order 

(4) Under members’ loluntary binding up— A company which 
has already gone into liquidation can, by a special resolution confer 
tights on the liquidator to accept shares, policies or other like interests 
in the transferee company for distnbution among the members of the 
transferor company, or enter into other arrangement whereby the 
members of the transferor company may participate m the profits of 
the transferee company 

(5) Under creditors' voluntary uinding up — A company under 
creditors’ voluntary winding up can also empower the liquidator to 
accept amalgamation but the liquidator must exercise his powers 
with the sanction cither of the court or of the Committee of Inspec- 
tion 

Procedure of Amalgamation 

A company is a legal entity , U is created by law , jt carries on 
Its affairs according to law throughout its life and ultimately it is 
effaced by jaw Since amalgamation involves ending the life of the 
transferor company, a resort to legal proceedings prescribed by law 
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IS essential The amalgamation of any two or more companies 
under the Indian Companies Act is a part of the compromise or 
arrangement between a company and its members or its creditors 
For the purpose of any compromise or arrangement, the mtersentioa 
of the court is essential ‘ If the court is approach^ by a company. 
Its members or its creditors, the court supersises the compromise 
The court orders com enmg of meetings of the members or the 
creditors, as the case may be If a majority of three-fourths agrees 
to the scheme of compromise, the court has good ground to accord 
sanction of the scheme if it considers the scheme conducisc to pubbe 
interest and commercial morality A scheme which has been app- 
roved by the court is binding on the parties and can be rmplementcd 
without difficulty 

A few examples of Amalgamation 

(1) The Bninh India Corporation Ltd — The earliest and a 
very notable instance of amalgamation m India is that of the British 
India Corporation The Corporation was registered as a limited 
company on the 24ih February 1920 wnb the speafic object of 
combining and amalgamating, under one Board of Directors, the 
following businesses with effect from the 1st January 1920 . 

(i) Kanpur Woollen Mills Co , Ltd , Sole Manufacturers of 
the well known “Lahmli” brand of aH-wool, pure wool materials 
Kanpur (established 1876) 

(ii) Cooper Allen &. Co Ltd., Proprietors of the largest 
Army Boot and Equipment Factory in the world, Kanpur (establish- 
ed 1881) 

(ill) North-West Taaaen Co Ltd , Proprietors of the largest 
and most up to-date Tannery in the East, Kanpur (established 1881) 

(n) New Egerlon Woollen Mills Co Ltd , Sole Manufacturers 
of the celebrated “DhanwaF Long Life Wool ^^ea^, Dhariwal, 
Punjab (established 1882) 

(v) Kanpur Cotton Mills Co Ltd, Sole Manufacturers of 
the unsurpass^ ‘ Kakorai'* Colton Yarns and Fabnes, Kanpur 
(established 1882) 

(vj) Empire Engmeenng Co Ltd , Cn iJ, Mechanical, Motor 
and Omstructional Engineers, Contractors and Builders, Kanpur 
(established 1894) 

For manv years, most of these concerns had been run as a 
group and co-ordmation had been s«nired by an interlocking of 
capital, but in the inieresls of all concerned, the time W'as con'idercd 
appropriate for giving greater sccunty and permanence to the bonds 
of union To attain this, the companies then existing were wound 

up and there were issued to the shareholders of these compan’es, 
shares in the Bntish India Corporation Ltd , m proportion to the 


I Detail'd procedure is discussed lo Chapter 16 on •Reorsauization and 
RcconslniciJOD’ 
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,aluat,ons of the rleSSs 
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THE IRON AND STEEL COMPANIES AMALGAMATION 
ORDINANCE, 1952* 

No Vin of J952 

An Ordinance to make special protisian, in the interests of 
the general public and the Union, for the amalgamation of 
certain companies cfo*eIy connected tcith each other in the 
manufacture and production of iron and steel, and for matters 
connected theretcith or ineidentof thereto 

Whereas for the purpose of securing, m the interests of the 
general public and the Union, the efficient and economical expansion 
and storking of the iron and steel industry in India, it is essential 
that the Steel Corporation of Bengal, Limited, and the Indian Iron 
and Steel Company, Limited, which arc engaged in the manufacture 
and production of iron and steel, should be amalgamated ; 

And whereas to gi\e effect to the scheme of the Central 
Gosemment for the expansion of the iron and steel industry and to 
make available further resources for such expansion, it is necwsary 
that the said companies should be amalgamated with as hitle dclaj 
as possible , 

And whereas the amalgamation of the said companies is also 
m pursuance of successive rccomtoendaiions made by the Tariff 
Board and the Tariff Commission , 

And whereas Parliament is not in session and the President is 
satisfied that circumstances exist which render it necessary for him 
to take immediate action , 

Now, therefore, m exercise of the powers conferred by clause 
(1) of article 123 of the Constitution, the President is pleased to 
promulgate the following Ordinance 

1. Short title and commencement. (I) This ordinance may 
be called the Iron and Steel Companies Amaleamation Ordinance, 
1952 

(2) It shall come into force at once. 

2 Oe^fiitioras In this Ordinance, unless the context other- 
wise requires, — 

(а) “appointed day” means the 1st day of January, 1953 ; 

(б) “the dissolved company” means the Steel Corporation of 
Bengal, Limited, formed and registered under the Indian Companies 
Act, 1913 (VII of 1913); 

(c) “the Iron and Steel Company” means the Indian Iron and 
Steel Company, Limited, formed and registered under the Indian 
Companies Act, 3913 (VJI of I9J3) ; 

{d) “prescribed” means presenbed by rules made under this 
Ordinance. 

3. Amalgamation of certain companies engaged in the 
iron and steel industry. (1) As from the appointed day, the undef- 


* The ordinance »2S laicr on converted into an Act of ParhameDU 
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taking ot the Steel CorpMaUon^^^ 

(2° “he undertaking ^^“.1 
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shares m the Iron and Steel Company as arc equivalent m number 
and value to the preference shares held by him m the dissolved 
company immediately before the apppomted day, and 

(6) if he IS the holder of ordinary shares, four ordinary shares 
for rupees ten each in the Iron and Steel Company for every five 
ordinar> shares for rupees ten each held by him in the dissolved 
company immediately before the appointed da>. being the relative 
values of the two shares as determine by the Tariff Commission 
established under the Tariff Commission Act, 1951 (L of 1951) 

(2) Notwithstanding anything contained in any other law for 
the time being in force, any report made by the Tariff Commission 
before the commencement of this Ordinance respecting the value of 
ordinary shares in the Iron and Steel Company in relation to the 
value of ordinary shares in the dissolved company shall be deemed 
to have been validl> made and shall not be called in question in 
any court 

(3) Every shareholder in the dissolved company to whom a 
preference share has been allotted under this section shall be 
entitled— 

({) to receive a fixed cumulative preferential dividend at the 
rate of five per cent per annum as from the 1st day of Januarj, 1953, 
on the capital for the time being paid up or credited as having been 
fully paid'up thereon without deduction of Indian income tax paid 
b> the company , 

(u) Subject to the provisions of clause (f), to rank for dividend 
equall) with the holders of prefcreDce shares in the Iron and Steel 
Company immediately before the appointed da>, and m priont> to 
all other shareholders in that company , 

(ill) to be repaid, in the winding up of the Iron and Steel 
Company, the amounts paid up or credited as having been fully 
paid up thereon, together with any arrears of dividends (whether 
earned or not), calculated to the date of repayment of capital, equally 
with the holders of preference shares in the Iron and Steel Company 
immediately before the appointed day, and in priority to all other 
shareholders in that company , 

(i>) to exercise the same voting rights at genera! meetings of 
the Iron and Steel Company as arc conferred on the holders of 
preference shares in that company immediately before the appointed 
day 

(4) The Iron and Steel Company shall cause a notice to be 
published m the Gazette of India and shall also send by post to 
every person whose name was entered immediatelv before the 
appointed day in the register of shareholders m the dissolved com- 
pany, a notice giving particulars of the terms hereinbefore set out 
as to the allotment of new shares and the disposal in the prescribed 
manner of fractional shares and an allotment letter for the new 
shares which shall also contain a statement of the fractional shares 
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b> sub-section (2) of section 10 of Ibe Indian Income-Tax Act, 1922 
(XI of 1922), Mhicb has been or could have been computed bj the 
<lissol\edcompan> on the appointed dav if this Ordinance had not 
been promulgated 

10, Pavjnent of initrim dividends to shareholders in the 
dissolved company If the profits of the djssoh ed companj w-arranl 
such a course, the directors of the dissolved companv may, at an} 
lime before the appomted day. declare the following dnidmds as 
bemg pa>ablc, — 

(o) to the holders of preference shares immedialch before 
the appointed da>. a dividend at ibe rate of 5 per cent per enram cn 
the amount paid-up without deduction of Indian income-tax pav'able 
b> the dissolved companv for the period commencing on the 1st 
dav of June. 195Z and ending with the 31st dav of December, 1952 : 

(fc) to the holders of ordinarv shares whose names appear on 
the register of the companv on the date of «uch pavmeni, an irierim 
dividend not eiiceedmg two and a half per cent on the amount paid- 
up or credited as having been full} paid-up thereon without deduc- 
tion of Indian income-tax pavable bv the dissolved companv for the 
period commencing on the 1st day cf January, 1952 and ending 
with the 31 «t dav of December, 1952. 

II Provisions respecting existing officers and other 
servants of the dissolved eempanr, Evcj> officer or Other smanl 
(including within that expression auditors but excluding thererron 
directors, managing agents and London Commitiee Members) eo- 
plojed immediatelv l^forc the appointed dav in the dissolved 
companv shall, as from the appointed dav, become an officer or 
other servant, as the case mav be, of the Iron and Steel Cbmpenv 

and shall hold his office or service therein bv the same tenure and 
upon the same terms and conditions and vvnh "the same rights and 
privileges as to pension or gratuitv as be would have held the same 
under the dissolved companv if this Ordinance cot been pro- 
mulgated, and shall continue to do so unless and uni3 he is dulj 
removed from his emplovincnt in the Iron and Steel Compam or 
until his terms and conditions of cmplo>ment are dulv altered bv 
that Companv. 

12. Position of directors of the dissolved company. Ever} 
director of the dissolv ed compan) bolding office as such immediatelv 
before the appointed dav shall b^me, as from the appointed dav, 
a director of the Iron and Steel Companv, in addition to the other 
directors of the Iron and Steel Companv holding office as such 
before the appointed daj, and shall, subjert to the provisions of the 
articles of association of the Iron and Steel Companv, hold his office 
and act in all respects as if he had been dulv appointed under the 

said articles, 

13 Dissolution of the Sfe«I Corporation of Bengal, 
Limited. As from the appointed dav — 

(a) the Steel Corporation of Bengal, Limited. *ii 2 ll be dis- 
solved and Ihereafier no person shaDm^c, assert oriahcaav daims. 
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demands or proceedings against the dissolved company or against a 
director or oificer thereof in his capacity as such director or officer 
except in so far as may be necessary, for enforcing the provisions of 
this Ordinance , 

(A) the right of every shareholder to or m respect of any share 
in the dissolved company shall be extinguished, and thereafter no 
such shareholder shall make, assert or take any claims or demands 
or proceedings in respect of any such share except as provided in 
this Ordinance 

14 Power to make rules for facilitating amalgamation 
The Central Government may, by notification m the Official Gazette, 
make such incidental, consequential or supplementary provisions as 
m Its opinion are necessary for fully and effectually carrying out the 
purposes of this Ordinance, and without prejudice to the generality 
of such power, provision ,may be made m such rules— 

(a) for the allotting or appropriation by the Iron and Steel 
Company of any shares, debentures, policies or other like interests 
m that company which are to be allotted or appropriated under 
this Ordinance by that company to or from any person , 

(i>) for the disposal of shares in the dissolved company which 
do not represent one fully paid up share m the Iron and Steel Com* 
pany under clause (b) oi sub-section (1) of section 7, whether by the 
surrender to the iron and Steel Company of the fractional certificates 
relating thereto wuh other fractional certificates so as to represent 
in ail one fully paid-up share, or, at the option of the shareholder. 
^ the surrender of the fractional certificates to the Iron and Steel 
Company for sale by the company on his account . 

(c) for fixing the period wilhin which any action required to 
be taken under this Ordinance may be taken , 

(d) for the alternation, notwithstanding anything to the con 
trary contained in the Indian Companies Act, J913 (VII of 1913), 
of the memorandum or articles of association of the Iron and Steel 
Company for the purpose of increasing the capital of the company 
or the borrowing powers of the directors thereof or for the purpose 
of securing the representation of (he Central Go\ernment on the 
Board of Directors of the company or for any other purpose , 

(e) for requiring any person concerned with the keeping of 
the register of the holders of any shares, securities or investments 
now transferred to and vesting in the Iron and Steel Company to 
forthwith register the name of the Iron and Steel Company therein, 
and to issue to the Iron and Steel Company the appropriate docu- 
ments of title relating to the shares, securities or investments trans- 
ferred to and vesting m it 

RA3ENDRA PRASAD, 

President 

K. V. K. SUNDARAM, 

Seey, to the CoM. of India. 
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REPORT ON THE FAIR RATIO BETV\ EEN THE ORDINARY SHARES 
OF THE STEEL CORPORATION OF BENGAL LTD , AND THE 
INDIAN IRON & STEEL CO LTD 

1 Ori^n of the case. In the t«o Reports submitted bv tbe 
Tanff Board in 1949 and 1951 on the fair retention prices of sle“I 
produced b\ ibe Steel Corporation of Bengal Ltd the Board had 
recommended the merger of the Steel Corporation of Bengal Ltd , 
and the Indian Iron and Steel Co Lid The Tariff Comimssion in 
Its Report in 1952 on the fair retention pnees of steel produced b\ 
SCOB stated that the merger besides improsmg the economic 
position of both the plants will help the expansion of iron and steel 
capaciu in the coumr> and that n was m the national mtere^ that 
the merger should take place Tbe Commission therefore, recora 
mended that the companies should make a determined effort to 
bring about the amalgamation of the two plants as ear!) as possible 

2 Jleference to the Commission In their Icller No SC 
(A) 2(89) 52 dated l3th October 1952 the Gosemment of India m 
the klinisJr> of Commerce and Industry accepted the Commissions 
recommendation in regard to the merger of SCOB and IlSCO and 
agreed that the merger should be brought about swib tie least 
possible delas Gosemraent also staled 'that the> had reason to 
beliese that without direct Goverameoi inleneolion tbe merger 
might be considerablv dela>ed and that, therefore, Ihej proposed to 
intervene in a suitable manner and desired to be advised on the 
fair ratio betw een the ordman shares of SCOB and IISCO Tbev 
requested the Tariff Commission to examine with due retard to all 
relevant factors what would be a fair ratio between the ordman 
shares of SCOB and IISCO and to make ihtir recommendation' 
It was also suggested that the examination be made conSdenUallv 
and the •’ccommcndations submitted before 24th October, 1952 

3 jNafure of inquiry The question of fixing a fair ratio 
between the ordinarj shares of SCOB and IISCO which has been 
referred to the Cdmmission for examination and report is of a 
different character from that of claims of mdustnes to protection or 
assistance or of pnees usuallv referred bv Gov’cmment to the 
Commission It was not therefore, possible for the Commission to 
adopt the established procedure of con*cting data from the parties 
concerned and of bolding discussions with them before formulating 
vts cotyclus-votis and Terommeadatvons 

4 Method of examination After a prehmmarv discussion 
of the vanous aspects of the question of fixation of a fair ratio 
between the ordinary shares of SCOB and IISCO, Mr N Knshanan, 
Cost Accounts OfBcer, was deputed to Calcutta to collect the 
necessarj data. Tbe matenaJ collecied bv him at Calcutta has been 
embodied m the note submitted bv him to the Commission, 

5 Capital structure of the companies (a) Pcid-ap 
Capita/— The paid up capital of the Indian Iron and Steel CO Ltd, 
and the Steel Corporation of Bengal Ltd , as on 31st March, 1952 
and 3Ist December, 1951 retpeciivelj was as under 
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IISCO 

150 000 5% cumulative preference shares of 1,50,00,000 

’ Rs. 100/- each 

2,552,596 ordinary shares ot 2,55,25,960 

Rs 10/ each 


Total Rs 4,05.25,960 


SCOB 

119 954 5% cumulative preference shares of 
’ Rs 100/- each 
3 288,890 ordinary shares oi 
Rs 10/- each 


Rs 1.19.95,400 
Rs 3.28,88,900 
Total Rs '•.« 

The sr, cumulative 

te Vr?no™ut' ' ’ 

M RiSliW "/ ifv’e^pSmuce” hateholders of 

lights and privileges tax tree 

cipation m at general oJeSen?! dividends 

“aLeronh^ ~%»y. ““^‘'3'J”rfacCe™™“ -= 

(c) Ordinary shares ^ as under 

of IISCO and SCOB are distribu 

SCOB 

2,46,140 

3,09.303 

Banks , 12.20,930 

Insurance and Ins estmeni 3.06,583 18,21,820 

Companies 19,36,7 1 3 

Individuals 


Total 25,52.556 

Number of Shareholders 


32,88,890 

4,837 



368 Elements of Corporation Finance 


The number of ordinary shares hc3d outside India is 3,31,844 in 
the case of IISCO and 1,80,594 for SCOB 

(d) Office and associate shareholders — Out of 19,36,710 shares 
of IISCO shown above under the head of individuals, 58,889 ‘shares 


are held as under 

Number of shores 

(a) Directors and their familv 

members, staff and as<ociates 31,448 

(b) Martin Burn Ltd 27,441 

Total 58 889 

The position m regard to SCOB is as under 

Number of shares 

(a) Directors and their family 

members staff and associates 33,580 

(b) Martin Burn Ltd 1,00,032 

(c) Indian Iron Steel Co Ltd 11,00,000 

Total 12^5,612 


6 ripproacA to the problem Our examination of ih»s 

question has entailed a review of the financial position and prospects 
of the two companies from several angles Much ofthe matenal 
used b> us is contained in the Reports ofthe Tariff Board and the 
Tanff Commission on the prices of pig iron and steel and the 
confidential enclosures to those Reports Further data are given 
in the note of the Cost Accounts Officer refened to in paragraph 4 
Consequentl), it is unnecessary m this Report to discuss our findings 
on the several factors which might be taken into account in deter- 
mining a ratio between the ordinary shares of the two companies 
We consider it sufficient for the purpose of this Report to discuss 
the relative values of the ordinary shares of the two companies from 
two mam angles, namcl), the earnings of the two companies and the 
market prices of the two shares We have also considered whether 
a comparison of the equity value ofthe ordinary shares of SCOB 
and IISCO can afford a reasonable basis for determining the relative 
value of these shares We arc of the view that equity value is 
not a correct measure ofthe worth of a going concern which 
permsnly depends an f Ae cspact/y af ehc osneera There rs 

no question in this case of the winding up ciihcr of the two 
companies and selling ils assets in the open market for what they 
might fetch The tw o companies are to be merged as going concerns 
and hence the profit earning capacity of each, which depends upon 
the prospects of its business as a whole, has a more decisive beanng 
on the relative value of Its shares than, say, the estimated replace- 
ment value of the assets We, therefore, do not propose to take 
into account the equity value of the ordinary shares of the two 
companies for arriving at a fair ratio between their ordinary shares 

7 Farnmgt of the ttro companies The gross profits of 
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Net proJit 
a\aiIablefor A,-age 
ordinary 
shareholders 

Rs. in lakhs 


1950-51 iir: 10 » 951 * 52 ^ 

percent f’L a ratio of ‘ ‘ Ind I'SCO rcspcc- 

IISCO This sLlcholdcrsof SCOB ana past 

received by the X lio\vc\cf. **'”* p -..her the present or 

lively We do not th^ ^ ,ndcs The profits 

performance would provide n com^ variations 

the prospective corning capac y past were ^adventitious 


in inosc eaiini‘6^ — ’ , 1 ,- mcrgei .pc 1115 :' 

future m the absence ot h and this jjo 

SCOBml95lwasR5 lUW ^bou Rs 

1945 The profil wouW ^ refund “ with the 

company had not been • account .q.q and if h bad n 

lakhs to Government m l9M ViL^^^owmg for depre- 

Equalization Fund from April AU j,v,dcnd on 

received the E.P.T. refund ot K repUcemem distribution to 

ciation, taxation, rcp«" “"“^ount available tor 
preference shares, th 
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ordmar> shareholders nia\ be eslnnaled at about Rs 30 Jahhs Tbjs 
amount spread o\ er SCOB’s ordmarv share capital of Rs 328 9 lakhs 
would indicate a dividend of Rs 9 12 per cent In the case of 
IISCO, the gross profits earned in 1951-52 were Rs 144 95 lakhs 
which was the highest amount since 1941-42 and w-as due to the 
record produaton of pig iron amounting to 493 000 tons Production 
of pig iron, however, normallv shows a decline in each successive >ear 
after the rehning of blast furnaces Allowance has also to be made 
for a decrease m IISCO s profits due to the fact that HSCO will 
probably have to deliver larger quantities of hot metal to SCOB in 
future and its sales of pig iron to outside parties, which are more 
remunerative, will consequeni1> dechne The rate for hot metal 
fixed under the IISCO-SCOB agreement is much lower than the 
rate at which IISCO is able to sell its pig iron to outside 
parties After allowing for these two factors and after p^o•^^d^^z for 
depreciation, rehabilitation of the Kuhi plant, other expenditure of 
Similar nature, the estimated tax liability and the dividend on 
preference shares, the net amount available for distribution to 
llSCO's ordmarv shareholders may be estimated at Rs 30 lakhs 
This spread over IISCO s ordmary share capital of Rs 255 26 lakhs 
would indicate a dividend of Rs ll75perccnT It mav be observed 
that the percentage dividends so worked out should not be taken as 
dividends which, m our Mew, the ordmarv <hareholders of the two 
companies would be entitled to, or could be expected to, receive in 
the absence of the merger The actual dividends would obviouslv 
depend on the financial position of the two companies and the 
policies of the Board of Directors at the time when the dividends 
are declared The abov e percentages are only intended to provide 
an indication of the prospective earning capanlv of the two 
companies On the basis of the above estimates of the profits likely 
to be available for distnbution to ordinary shareholders of IlSCOand 
SCOB, the ratio between the ordinary shares of these two companies 
works out to 1 I 288 or roughly 4 5 

8 JfarArer prices of shares The market prices of ordmarv 
shares reflect the current expectations regarding the financial position 
of the companies concerned Atmexare III gives the highest and the 
lowest quotations for the ordinary shares of IISCO and SCOB on 
the Calcutta Stock Exchange in each year from 1942 to 1951 and in 
each month from Januaiy to S^tember 1952. Over thepenod 
1942-51, the average of the highest quotations was Rs 43 66 for 
IISCO and Rs 35 70 for SCOB, indicating a ratio of 1 12. For the 
same period, the average of the lowest quotations was Rs 29‘97 for 
IISCO and Rs 22 64 for SCOB, indicating a ratio of 1 13 Since, 
however, the market quotations during this penod were influenced 
by certain factors which no longer operate, wc consider it more 
appropriate to lake the quotations for the last nine months The 
average of the highest quotaiionsdunng the latierpenod was 2654 
for IISCO and 20 53 for SCOB and the average of the lowest 
quotations was 23 56 for IISCO and 18 32 for SCOB The ratio 
between the average highest quotations for IISCO and SCOB works 
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out to 1‘1‘3 and the same is the case with the average lowest 
quotations or the two companies According to market valuation 
during the last nine months, therefore the ratio between the ordinarj 
shares of IISCO and SCOB was 4 5 2 

9 Recommendation Qn a careful consideration of what is 
set out in paragraphs 5 to 8 above, and having regard to all other 
relevant factors, we have come to (he conclusion that a ratio of 4 5 
would be a fair ratio between the ordinary shares of IISCO and 
SCOB and we, therefore, recommend u 

sdj D K. Malhotra, sdj- M D Bhatt, 

Secretary, Chairman 

23rd Oct., 1952 sd/- B V Narayanaswamy. 

Member 

sd/ B N Adarkar, 

Member 

sd/' B N Das Gupta, 
Member 
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Corporate Reorganization and 
Reconstruction 


Reorganization and reconstruction of companies relate to 
giving new life and vigour to companies m difficulties Likemdivi 
duals companies also hai e to face difficulties or pass through periods 
of adversity The path to business success is not an easy one . and 
as such failures of business firms are not uncommon 

Over a thousand new companies are registered every year in 
India and a little less than a thousand are liquidated There are 
certain years when there are more failures than formations ‘ The 
continued annual entrance and exit of thousands of businesses 
keeps the nation's economic structure m a state ordymamicflux 
It leads to unemployment of a large number of workers, makes for 
technological inefficiency in labour and increases the uncertaintv of 
a job for a large proportion of the labouring population Purchasers 
of durable goods find the service life of their purchase reduced 
because of reduced repainng facilities , resale values, if desired, are 
greatly reduced , liquidity is considerably lowered 

Defimuon of failure — In its broad sense, failure is the opposite 
of success In the business vsorld, however, the term is generally 
used for a certain degree of lack of success We may sav that a 
business is not successful when it fails to earn a profit, but we do 
not use the term ‘failure’ until conditions become such that manage 
ment cannot or will not pay debts when due or decides to close its 
doors When such conditions are encountered, the business is a 


From 1956-57 lo 1961 62, 
each year as shown delow 

more companies 

ceased work than those 1 

Year Cos formed 

Cos ceased *rork 

1956-57 

MS 

i 135 

1957 58 

961 

2 070 

195R.59 

1 095 

1.993 

1959-60 

J,452 

2,004 

1960-61 

1.683 

2 482 

1961 62 

1,614 

2 841 
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failure Since creditors may voluntarily waive claims when due, 
some persons wisely reserve the use of the term ‘failure' to the 
time of official declaration of bankruptcy One should, however, 
bear in mind that a business may operate for a considerable period 
under conditions associated with faihue il may incur a Joss conli 
nuously and be on the verge of failure The sale of a business as a 
going concern, even at a substantial loss, does not constitute a 
business failure, unless there were bankruptcy proceedings invohed 

Financial difficnUtes of corporations — Just as there are many 
financial disabilities which an individual has to face, so also are 
those of the corporations From the accounting standpoint the 
financial ailments of corporations may be viewed as to the money 
value relations between assets and liabilities Four stages of fading 
conditions are recognized^ ( 1 ) Financial embarrassment ames when 
the cash and revenues, includmg current borrowings, are just barely 
able to meet the company’s disbursement aquirements It is a slight 
degree of illness which, if not remedied, will lead to the more 
sertous disease of insolvency (2) Financial insolvency is but a step 
removed from financial embarrassment In this condition the corpo 
ration is unable to meet immediately maturing liabilities either 
because of their size or because of the sudden depletion of the cash 
fund and exhaustion of credit lines (3) Total insolvency the third 
degree of financial debility, means that there is an excess of total debts 
over total assets It may, and frequently does, happen that the 
company has sufficient funds to meet current requirements (4) Cen- 
firmed insolvency or legally determined insolvency is a condition m 
which court authorfly has determined that total insolvency actually 
exists 

Causes of Failure 

Failures haie been altnbuied to many causes The causes 
may broadly be divided into three classes (J) External, (2> Internal, 
and (3) Technical 

1 External causes are those which management cannot reason- 
ably be expected to foresee , even a prudent man cannot be clair- 
voyant They include 

(i) Excessive competition 

(ii) Change in demand for the product of the company 

(ill) Acts of God Earthquakes, 

A tidal wave 
A hurricene. 

Fire, 

Windstorm, 

Flood, 

Explosion, etc 


F 1 Burlcheii and C M Hicks Corporation Fmancr. 1948, pp 618 19 
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(iv) Government acts New tax legislation. 

Tariff revisions, 

Legislation, 

Price controls. 

Labour controls. 

Material controls. 

Court decisions, etc 

(v) Ad\erse acts of labour or other organizations 

(vi) Business cycles (prosperity, decline, depression, recos erj) 

2 Internal causes— Causes of failure in this class are generally 
attributed to incompetent management Some of these, however, 
may be attributed to the incompetence of the ongmal promoter or 
the entrepreneur Important ones arc 

Managerial incompetence (lack of judgment, consideration, tact 
or general ability) 

(a) Excessive operating expenses, 

(b) Inadequate revenues, 

(c) Ov er*capitaIization, 

(d) Excessive floating debt, 

(e) Inadequate maintenance of properties, 

(0 Unwise dividend policy, 

is) Fraud, 

(h) Personal extravagance, 

(i) Speculation outside legitimate business 

3 Technical couiM— Although a business failure is a financial 
failure, nomfinanctal causes can bring it about A business unit is 
first of all a producing umt Its financial record is the result of 
public regard for its wares and (he effinency vvith which,jt employs 
the factors of production If its product is defective, or Us workers 
incompetent, or its departmcnls disorganized, it can fail as surely 
as if Its capital structure were top-heavy These technical causes 
of failure have to do with operations, with industrial engineering, and 
are technological rather than economic or financial m character 

In a manufacluriDg concern, several important aspects of a 
company's operations lie within the province of the engineer, as they 
may also he in transportation, communications, and the production 
and distnbution of power Logically, it is the duty of the original 
promoter to survey the technical aspects of the projected enterprise, 
and subsequently it is up to management to make its decisions 
wisely and correctly. It is an old truism that a project can be an 
engineering success, but an economic failure , the reverse is also true 
A project may have every prospect of becoming an economic success, 
but the prospect will fade away if it is not also an engineering 
success Promoters are prone to minimize purely physical factors 
the plant site, type of buildmg, the kind of floors, spacing of columns, 
stairways and elevators; the roof, walls, partitions, doors and 
windows , heating, ventilation, and lighting ; and the kind of power 
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Mistakes in the form of obsolete machto^v improper plant lajout 
or defective product design cannot be left uncortected for long m an 
age of rapidly developing technology 

It IS not easy to isolate with exactness the causes of failure m 
any individual case A senes of contributing circumstances may be 
responsible for a single event of failure An American authority 
has divided the various causes of failure into two broad classes 
(!) fundamental and (2) apparent Their relative importance is 
shown m the following table* 

Causes of Business Failures in the V S , I9SS 


Fundamental rouses 

% 

Apparent rouses 

% 


1 

f Inadequate sales 

46 7 

Inexperience and 


, Competitive weakness 

21 4 

incompetence 

91 3 i 

1 Receivable difficulties 

98 

1 

' Excessive fixed assets 



1 

^Inventory difficulties 

S3 



. Heavy operating expenses 7 I 


1 

Poor location 



1 

.Other 

43 


1 

*Poor health 

26 

Neglect 

48 •< 

, Bad habits 
' Marital difficulties 

1 2 
05 


I Other 

f Irregular disposal of assets 
) False financial statement 

Fraud 2 1 ^ Premediated overbuy 

( Misleading name 
i Other 
fFire 
1 Bursary 

- , X ] Flood 

1 4 ■< gmployees fraud 

( Strike 
[other 

Because some failures are altfi 
Reason unlnoira 0 4 botea <o » combmal.on of aPP» 

— - rwit causes the total ot tms 

■^tal . 100 column exceeds the total of the 

colunm on the left 

Impononce of homan ekmoiit in 
table indicates the importance of the humann element 

failure It also shows how failure is dependent primarily op^ 

degree of competence and experience of management 

Modem Corporation Ftnanre J957, 
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conducted for an earlier period m the US showed that over 40% 
of the failures was primarily attributed to incompetence and another 
40% to the lack of management experience Although incompetent 
management is the most important single cause of business failure, 
there are other deteriorating influences shrinking markets, prolong- 
ed labour strikes, and various external events mentioned above 

Methods of detecting failure tendencies Trends toward failure 
may be detected by an analysis of data coming from within the 
business itself, or from outside sources Technically, the former is 
called the internal method, and the latter the external method 
Outside sources include trade reports and statistics and economic 
indicators published by the Central or State Governments and by 
private organizations An analysis of the financial statements over a 
period of years has revealed the following failure tendencies 

(1) Insufficient working capital 

(2) Weak cash position 

(3) Over-mvestmem in receivables 

(4) Over-investment in inventories 

(5) Excessive or overvalued fixed assets 

(6) Excessive bank loans and current liabilities 

(7) Burdensome funded debt and fixed liabilities 

■ (8) Ovcr-capitalization 

Additional failure tendencies are 

(1) Declining sales 

(2) Increasing costs and expenses such as labour, cost of 
goods sold, overhead, etc 

(3) Excessive selling and administration expenses 

(4) Burdensome interest or other fixed charges 

(5) Excessive dividends or withdrawals 

(6) Declining net profits and a lower rate of return on 
invested capital 

This analysis of the causes of failure is by no means exhaustive , 

It simply furnishes a starting point, and a careful analyst will soon 
find other internal as well as external relationships of further 
significance 
Results of Failure 

Whatever the causes of weakness, when financial collapse is 
imminent, a choice must be made among these courses of acticft 

1 Complete or nearly complete recoverj 

2 Dissolution On the part of most managements, this is 
the least desirable 

3 Reconstruction and reorganization, i e , reconstruction of 
the corporate structure and the rehabilitation of its 
financial programme, and reorganization of the concern 
and the subsequent transfer of its assets to a new concern 
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Keorganization and Reconstruction in India 

The Indian Companies Act 1956 jnalces, m seclions 390-396, a 
provision for giving new hfe and vigour to companies in difficulties 
The provision is a source of strength to weaker companies which 
have been passing through adverse limes and are almost on the 
verge of liquidation It is an alternate to winding up The hw 
permits four different ways of overcoming the difficulties (I) 
Arrangement or compromise^ (2) Reorganization, (3) Reconstruction, 
and (4) Amalgamation We have already discussed the procedure, 
rnefhods, etc , of amalgamation in a previous chapter Here il is 
proposed to discuss the meaning, objects and procedure, etc , of the 
other three methods 

1 y^rrnn^Gment or Compromise 

When companies overburdened with accumulated debts and 
liabilities wish to carry on their business profitably, they decide to 
relieve themselves of the burden due to creditors or debentureholders 
or even the shareholders This relieving of the burden or the 
settling of the dispute, if any is done through what is termed as an 
“Arrangement or Compromise with the creditors or the members 
A compromise is the seiilemcm of a matter at issue between the 
Company and its creditors or members or any class of members It 
is an easy method of terminating a controversy by making mutual 
concessions, as distinguished from adjudication on the basis of e^act 
ascertainment of (he opposing rights In a compromise, the parties 
agree to try it out but to settle it between themsches by a give-and' 
take arrangement It is essential for (he purpose of compromise 
that each party thereto should be empowered to make the necessary 
concessions A company has the same right to compromise claims 
brought against it as individual persons have A reasonable 
compromise must be one which can, by reasonable people conversant 
With the subject, be regarded as beneficial to those who are mak- 
ing It 

In addition to compromise, an arrangement includes a reorgani- 
zation of the share capital of the company by consolidation of 
shares of different classecs or by division of shares or by both the 
methods 

A company, if It IS not running its business profitably, may 
make arrangements or compromises with Us debentureholders to 
for^o thejr interests on debentures for a certain period or to 
accept a lower rate of interest on their debentures Debentures, 
which are redeemable, may be made irredeemable It can also 
request its creditors to accept shares or debentures in satisfaction of 
their debts The preference shares may be converted after consulta- 
tion With their holders into equity shares or if they carry a higher 
rate of dividend, it may be lowered All such agreements with 
creditors or members are compromises or arrangements The old 
contracts are to be negatived or modified as soon as the compromise 
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or arrangement is made Thu*;, a new contract comes into force 
and replaces the old one which was not conducise to the welfare of 
the compans 

A companv or its shareholders or ans class of shareholders or 
Its creditors or an^ class of creditors can make a mose for sudi a 
compromise or arrangement under the proi isions of the Companies 
Act. An apphcation ma\ be made to the High Court b% an\ of 
the parties mentioned above The court mav order meetings of 
creditors or class of creditors or members or class of members to be 
called, held and conducted m such manner as it directs The majoniv 
of three-fourths ha\ me agreed to the proposed compromise or 
arrangement and the courts sanction having been obtained, the 
scheme of compromise or arrangement becomes binding on the 
parties concerned 

The chief advantages of a scheme or arrangemem are that a 
majority of creditors ma) bind the mmoritv, b> accepting debentures 
or shares in lieu of cash or foregoing arrears of interest , that a 
majontj of shareholders of a class mav bind the minoniv without 
the necessjtv for purchasing the inlcresis of dissentients, and that 
(unless as part of the scheme a new coropanv is formed to purchase 
the undenting) the expense of registration and the si 2 inp dut> on 
the transfer of assets is avoided. 

Inthiscountrv, panteularlv in West Bengal, on account of 
economic distress, a la^e cumber of loan companies which took 
deposits of monev on condition to repav at a notice of a week, six 
months, a >ear, or at most two or three vears, and having no 
correspondmg liquid assets, bas been unable to meet the demands 
of the depositors The) have largelv taken advantage of this 
provision of law Most of them having adequate scniniits m 
landed properties, hope to repav the depositors’ monej if thev can 
get siifRcient time For this purpose a scheme is prepared for 
sanction at a depositors’ and creditors’ meeting under which ihev 
agree cot to demand their dues (whether under judgment or cot) for 
a certain number of vears m which tune the companv undertakes to 
paj them graduallv and ratcablv as the companv’s dues from ns 
debtors are realized. As regards management, in the meantime, 
majont) of the directors are elected, under the scheme, bv the 
depositors and creditors and Ihc direaors again select the manancg 
directors oxd oibcr ejfccm/icavihorjJies of ibe ccrspsm ssd control 
them in the matter of realization and distnbution of the monev 
realized The depositors and other creditors readil) assent to the 
scheme as ihe> have found expcnence that thev mav get more m 
this wav than bv a compulsorv liquidation, which i« irouHesoine 
and expensive 

In this wav, within the lime allowed in the scheme, ibc assets 
of the companv must be realized and distnbuied , but on the expi- 
ration of the time, or on the failure of the companv to pav instal- 
ments provided m ihe scheme, the creditor' will be at Iibem to 
take whatever action thc> choose 
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In England, ihc commonest form of the scheme of arrange- 
ment and compromise is that a company is to be formed, that the 
debcnturcholders of the existing company shall take in exchange 
debentures or preference shares of the new company and the un- 
secured creditors shall take a composition of so much in the pound 
payable partly in cash and partly m shares or debentures in the new 
company and that shareholders receive only partly paid-up shares 
in the new company 

2 ItrorganiaaliOH 


Reorganization is the first practical alternative to give a 
company a fair chance to solve us financial embarrassments and 
avoid the penalty of liquidation It is the process of tearing down 
Ihc old structure and using the malenajs in a new and stronger 
structure It is not merely a senes of compromises and forced 
sacrifices imposed upon shareholders and debcntureholdcrs , it is 
rearrangement of the company s liabilities If worked out on ideal 
lines, a reorganization may be described as a new financial plan 
which replaces the old plan which has proved faulty 

Otyem— Sometimes companies, even though they nny be 
earning profits, arc not m a c.ipacity to pay dividends on llicir 
share capital or to meet their obligations and liabilities without some 
alteration of their capital structure In case the company is over- 
capitalized and It has incurred heavy debts on which interest is due, 
it cannot survive save m running loss So to avoid liquidation and 
m order to stave ofT creditors by continuing lo pay their interest, 
the company has to deplete its cash resources and make an arrange- 
ment either with its shareholders to alter or revise their rights and 
privileges or with us creditors and debcntureholdcrs in respect of 
their loans or privileges attached thereto Thus reorganization is 
brought about m respect of company s owned (internal) or borrowed 
(cKternal) capital This is done to achieve the following objects 

(i) To simplify the capital structure with a view to raising 
further capital , 

(ii) To reduce fixed charges , 


(hi) To eliminate past losses . 

(iv) To take care of accumulated preference dividends , 

(v) To pay or provide or create fund for pressing obligations , 

(vi) To safeguard future benefits by sarcnficing temporarily 
for the common good In the scheme of reorganization 
some of the classes of sharcJioldcrs and creditors make 
some sacrifice for the common good but the stream of 
ensuing profits is thus kept flowing by removing the 
obstruction— a cause of continuous loss 

A company may cmbarl opon Ihf «cl>cmcs of jcoreamajlmn 
indcpcmlcntly or rush schemes may be pirt of Ihc plan of recon- 
slrnclion or amalgamalion of compames RcorEanimioa docs not 
lead to winding up of the company It commucs its separate esis- 
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tence with recesvirv rearrangenient of iis capital structure in\ohine 
•iome ‘sacrifice and % anation in the nghts of members or creditors 

3 Reconstruction 

The term ‘Reconstruction is not of an\ legal significance, but 
IS \Mdel> u'sed in corporation finance It means the formation of a 
new compan> to take o\er the assets of the old one with the idea 
that subsiantiallN the same business shall be camed on by the same 
persons It is not essential that a new companv should be formed 
to lake o\cr the old one, but e\en an existing compans carrsing on 
the xame t\T5e of business maj come to its rescue The compans 
which has almost exhausted all its financial resources mas be wound 
up or dissols ed bj an order of the court Generallj companies which 
are not successful m cairsing on their busmess in their infancs or 
at the outset and incur heasx losses resort to the scheme of recon 
struction keeping in siew a bright future for their business and in 
order to preserve iheir existence in an altered form, and arranee with 
either other similar existing companies or get float^ other companies 
to take oser their business The directors and the members of such 
an old compan> whoarcrealiv inicresied m its future development 
become the members of the new companv which has itsownaew 
constitution (Memorandum and Anicles) and form Sometimes the 
members of the old companv bate to accept panh paid shares m 
the new compan> m exchange for their fuUv paid shares in the old 
one Thus, the new companv is able to make up the loss of the 
old one and raise fresh additional share capital Tbe new companv 
takes over all the assets and babiltiies of the old companv It can 
alxo have the same or similar name 

Objects — ^Tbe chief objerts of a reorgamzaiion scheme are 

(i) Carrving on business more profitabh bv VMdemng the 
range of its activities and making a nccessan change in the Memo- 
randum of Association. 

(ii) Acquiring additional working capital to run tbe bosiness 
bj issuing partlj paid-up shares in exchange for fuUv paid up shares 
and calling tbe balance in future 

Cui) Avoidmg evils of over-capilalization or wnting ofi" the 
lost capjtak 

fn'J Changinc the place oT busmess o! fbe company 

(\) Reorganizinc or rearranging the capitak 

(vi) Making a change in the nehts of shareholders 

(\ ii) Effecting a scheme of compromise w ith creditors and to 
convert ibeir claims into shares or debentures of the companv b*mg 
formed 

Modes of Recunstrueuon There are two methods applicable 
to reconstruction schemes 

(i) Bi sale under the Memorandum, followed bv winding up 

(ii) B> sale and transfer of assets 
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()) By sale followed by winding up— ‘Where a company wishes 
to extend its activities, involving a change in the objects clause of 
Its Memorandum not permissible by law, a new company could be 
formed having the desired objects The old company could transfer 
or sell Its undertaking to the new company, the shares m the new 
company being issued to existing members of the old company 
Thereafter the old company resolves to go info voluntary liqui* 
dation 

(ii) By sale and transfer of assets— I'ht law empowers a 
company which is being tvound up altogether voluntarily (called 
transferor company) for the purpose of transferring the whole or 
any part of its undertaking to another company (called transferee 
company) to appoint a liquidator The liquidator of the transferor 
company may, with the sanction of a special resolution of that 
company, receive compensation for transfer or sale, shares, policies, 
or other like interests, or m addition thereto participate m the profits 
of or receive any other benefit from the transferee company Any 
sale or arrangement made by the liquidator shall be binding on the 
members of the transferee company 

Procedure of Reorganization and Reconstruction 

Whether it is an arrangement or compromise, or reorganization 
or reconstruction, the Indian Companies Act, 1956 lays down a 
common procedure to be followed The proposal for a compromise, 
reorganization or reconstruction may come f^rom the company itself. 
Its members or any class of members, its creditors or any class of 
creditors, or the liquidator if the company is already under liquida- 
tion The person making a move has to apply to the High Court 
The High Court has the power to order meetings to be called, held 
and conducted in such manner as the court directs An order 
having been received from the court, the meeting of the section of 
the group making the move is held and a scheme of compromise, 
reorganization or reconstruaion is prepared If the majority of 
three-fourths of the class of persons agree to the scheme the court 
has the power to sanction the scheme on its merits The court 
has also power to supervise the whole of the proceedings of the 
meetings and other matters incidental to the implementation of the 
scheme 

A scheme is not effective unless it is sanctioned by the court 
which in Its turn cannot sanction the scheme until it has been accep- 
ted and approved by the three-fourth majority The law allows the 
decision of the majority to bind the minority Therefore, it is 
incumbent on the coast to see thai the deciston does not aci oppres- 
stiely onihe minoriryand that u u a reasonable and practicable scheme. 
The court has to look at the arrangement and see that ir « such that 
a man of business would reasonably approve and further that if is fair 
and reasonable as regards the interests of all concerned The court 
has also to consider whether the scheme hi// ^ conducue to public 
interest and commercial morality It is scry essential that the scheme 
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must, as far as possible, be based upon correct mformation The 
court has the power to call for a report lo gi%c a fair idea of the 
affairs of the compan> at the moment for the purpose 

The court will reject a scheme if it is satisfied that material 
facts were not placed before the meeting, whether intentionally or 
otherwise, or that the object of the scheme is to present an enquiry 
into matters that require investigation or that the scheme is not a 
practicable and feasible one Nor should the court sanction a scheme 
which proceeds upon the assumption of honesty and efficiency of 
the management not justified by their past conduct particularly m 
not complying with the provisions of law The court should always 
prefer a Ining scheme to a compulsory /i^uK/atio/i bringing about the 
end of a company and usually without any hope of payment in full 
It IS the business of the court to satisfy itself that (I) the meeting 
was duly held and conducted (2) the compromise was a real one, 
(3) it was accepted by a competent majority, (4) the majority w'as 
acting in good faith and for common advantage of the whole class, 
and (5) what they did was reasonably prudent and proper 

Dissenting shareholders— V^litxe & s.c'ncmc or contract invohes 
the transfer of shares of one company to the other, the provision 
has to be made for satisfying the dissenting shareholders, te , share* 
holders who have not assented to the scheme or contract or those 
who have refused to transfer their shares to the transferee company 
m accordance with the scheme or contract In such cases, the court, 
while making the order, has to consider whether the dissenting 
shareholders are to be left m possession of their shares or they 
should be compelled to sell iheir shares, on the same terms as 
accepted by other shareholders Before sanctioning the scheme, the 
Court can impose conditions upon the company for making provi- 
sions for dissenting shareholders The court, however, does not 
necessarily make such a provision for dissentients, if it is satisfied 
that the scheme is reasonable and fair and in the interests of the 
general body of shareholders 

To make the discussion more clear and specific, a few examples 
of actual decisions of the courts in India and England arc given 
below both where the court sanctioned the scheme and where it did 
not 

ScAtemes ctrart may ^anirenm 

The schemes which have from time to time been sanctioned by 
(he Court under this section are of rhemost varied descriptions Thus — 

(1) Debentureholders and creditors have accepted shares for 
their debts , 

(2) Existing debentureholders have agreed to take up new 
debentures to be created , 

(3) Creditors have received part cash and part debentures or 
part cash and part shares m satisfaction of their debts , 

(4) One creditor has taken over all the assets, and paid the 
costs of the winding up and a composition to the other creditors , 
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of •>'='" '» li™ «r arrears 

r/9 mtercsl has been reduced In enable future 

ptoTtls to be devoted to the redemption of the debentures 

(7) Tjic scheme may. and often does, mvolte formation of i 
new company to acquire aJJ or parr of the assets or if a Jiquidation 
IS in progress, it may provide for a stay of the liquidation and the 
continuance of the old business 

(8) It may also involve the reduction unification, consohda- 
maor reofgam^atfon of the capital of the company, or the modifi 
cation of the rights of a class of shareholders 

(9) Speetjic rases 


(a1 pausofi vs //ormusji. i9S2— The Dawson s Bank Jnd a 
laudable object, the advance of capital to cultivators Its 
capital consisted mainly of fixed deposits Its success 
depended upon the proceeds of paddy crop year by year 
On account of the general economic depression on the 
one hand and the Burma Rebellion on the other, the bank 
became temporarily cmbarr.isscd though financially sound 
The bank realized tlut on the date ofthematuntyofthc 
deposits they would not be able to meet the demand unless 
the depositors could wait Under these circumstances the 
creditors at a meeting approved (pracijcally unanimously) 
a Scheme the substance of which was that m lieu of liquid 
capital m the form of deposits, the depositors were given 
the option of taking eJllifr debcnjurcs or preference shares, 
thus enabling the company to obtain fixed and more or less 
permanent capital with which to carry on the business 
The alicrnativc to this scheme was the winding up of the 
company The court held that the scheme was eminently 
reasonable and ought to be smctioncd 


(b) Edinburgh Rly and Proper!) v$ Scottish Assurance Co, 
19/7— tn Scotland a scheme wis sanctioned which involved 
the alteration in the Memorandum of Association m order 
to clarify the rights of the several classes of shareholders, 
those rights not being clearly stated in the memorandum 

(c) Tata Iren and Steel Co , }9J8—The point as to whether 
directors can make n proposal for a scheme under section 
153 without the sanction of a general meeting was mooted 
in this case It was held that they could even if a scheme 
involves incidentally the aJteralion of the memorandum or 
articles, (here is nothing in the articles or m the law to 
require that ."i bare propos^ to after the memorandum or 
articles shall be made by the company m general meeting 
The court can sanction a sdieme even involving alteration 
of memorandum without a resolution passed at a general 
meeting under section J53 , rt was quite unnecessary to 
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consider at that stage the question of an> alteration of the 
memorandum 

(d) Coming & Jarret Timber Co , /900— A scheme of 
arrangement for reconstructing a company was proposed 
mvohing the formation of a new company and substitution 
for the existing debt liabilities different debt /labilities of a 
new company It was obsersed with regard to the scheme 

If the liquidator is willing to undertake to pay unsecured 
creditors m full and not to act upon underwriting agree- 
ments we will hear the respondent with the modi- 
fications which ha\e been discussed and which are now 
assented to by the liquidator 1 think we may sanction the 
proposed scheme 

(e) Shandon Hydropathic Co 1911 — Schemes imoKing 

conversion of terminable debenture bonds into perpetual 
debenture stock can be sanctioned 

(0 Sandnell Park Colliery Co , 1914 — If proper provision is 
made for dissentient members reconstruction of an existing 
companv by winding up and sale of the entire assets for 
shares in a new company can be effected under Section 
153 

(g) Aamo/apat \s Union Indian Sugar Mills, 1929-~'^'bett 2 , 
scheme is amended after approval by court the members 
must meet again to consider the amended scheme and the 
court can approve of modified scheme 

(h) Tea Corporation, 1914— some of the classes have 
no interest because the assets will be exhausted bv those 
who have priority over them their assent is not necessary 

(10) The Court mav sanction schemes containing the following 
provisions 

(a) TTiat shares m the company shall be sub-dnided and 
that each shareholder vhall surrender some of the 
shares resulting from the sub division to another com- 
pany whose undertaking is to be merged m that of 
the company whose shares thev hold , 

(b) That the first mortgage debentureholders are to be 
satisfied by other debentures or charges about to be 
issued or created , 

(c) That m place of debentures guaranteed by a third 
parly, debentures without a guarantee are to be issued 
to the holders and ihe guarantor released , 

(d) That debentureholders and other creditors are to 
accept m satisfaction of ihcir debts shares in a com- 
pany to be formed , 

(e) That debentures the mtcrest on which is to be payable 
out of the profits of the company, arc to b* taken in 
satisfaction of debentures the interest on which is 
payable whether profits arc made or not , 
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(0 Tliat debentures repayable at periods of from three 
to five years shall be converted into debenture stock 
repayable onlv in a certain limited number of years 
Ca»e» where court nill not give MitcUon 

(a) Albert Life Assurance Co , I87I—A court will not sanc- 
tion .1 scheme when it is impossible to estimate the amount 
of the debts 

(b) Oceanic Sham Navigation Co, 1939 — The court cannot 
sanction a scheme which involves the doing of an act 
which IS ultra vires the Co 

(c) General Motor Cab Co, 1911 — A scheme for sale of 
company's undertaking to a new company without provi- 
sions for dealing with dissentient shareholders was not 
approved of hy court 

(d) Richards and Co. /«t79— A scheme cannot be sanctioned 
so ns to prejudice the rights of a creditor who would be 
entitled to preferential payment in the event of a winding 
up 

(c) Nilphamari Luvim Bank, I9J6 — A scheme will not be 
sanctioned to enable an insolvent b ink to continue its 
business 

(f) St James' Court rsiaic Ltd . /Wl— The court will not 
sanction a scheme of arrangement whereby the company 
proposes to convert issued preference shares into redeem* 
able preference shares 

Reorganization In the United Slatea 

The American Law provides for ’reorganization', ‘acfjustmeni' 
and ‘arrangements' The term arrangements refers to the "settlement, 
satisfaction, or expansion' of unsecured debts It provides for 
parity treatment of all unsecured creditors or for equitable priorities 
Its purpose IS to facilitate rcorginuation involving only the adjustment 
of unsecured debt It deals with less serious eases of insolvency It is 
a substitute for the composition arrangement of the Rankruptcy Act 
of 1898 If the dililcultics are relatively minor and the company has a 
sound economic justdication, i co-opemtive arrangement may be 
worked out with its creditors The legal provision of tifrangemcnls 
was sponsored by the National Association of Credit Men and other 
groups of creditors' representatives expert m bankruptcy It is built 
around the principle of relief for the creditor All creditors must join 
m any plan, however, and a voluntary agreement of this sort is most 
likely to succeed if they are few in number and the business is small 
Then the interest of all creditors will be similar in working out an 
arrangement that will avoid legal complications and the costs of 
foreclosure Since the creditors will consist primarily of suppliers 
of maictuils and the local bank, (hey have ajoint financial interest m 
the survival and welfare of the debtor Sometimes the principil 
creditors will even advanccadditionnl funds to pay off a group of 
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the small debts Such an arrangement presumes a harmon\ of 
interest among those ha\ing a financial stake in the corporation and 
IS dependent upon the expectation by all that thcv «iJJ recoier the 
face amounts of their credit extensions As soon as this expectation 
is ]o<it, the dilfenng relatne positions of the creditors wiJi complicate 
any agreement Thesers framcttork of failure is not conducive to 
harmonv 

Adjustment implies changes uhich merely modsfv zccounting. 
that IS, financial set-up, and bring it more nearly into fine with new 
or newly recognized conditions Ji is also termed as financial adjust’ 
meats or readjustments or corporate recapitalizations 

Reorganization is a rather drastic reshapms of the affairs of 
the corporation mvohmg cither receivership or bankrupicv proceed 
mgs, and generally with the formation of a new corporation to take 
the place of the old one Most of the authonlies m the United Slates 
prefer to use the term ‘reorganization’ and regard reconstruction ard 
reoTganizahorit m effect, as one and ihe same thing In practice aUo, 
reorganization includes reconstruciion. though reconstruction does 
not necessarily involve reorganization Reconstruction is a reshaping 
of the affairs of the corporation, arising from the demands of the 
secuntyholders, without receivership 

In the U S A , reorganization is the mon complex phase of 
corporation finance . it is the inincate phase of the whole subject . 
it IS also one m which generalizations, principles, and precedents 
are of the most doubtful application It is, therefore, proposed to 
discuss It in sufficient details 

Objects of Reorgamzatloo 

Reorganization is needed when a company has not been able 
to pay Its obligations or to defer them by some voluntarv 
method of compromise with creditors The procedure attempts 
to iransform a business failure into a success- It is assumed that 
a corporation will be worth more as a going concern than if ii 
were liquidated These arc economic problems At the same 
tune, if salvation is to be assured, the corporation’s contractual 
obligations must be satisfied or adjusted. These arc legal problem? 
What it must do legallv and what it can do financiallv arc matters of 
negotiation, compromise and simple justice A major problem of 
such ts thcec}a*i As’/acs Gne 

purpose of reorganization is to increase the cconomv of operation 
and the cfficiencv of the organization in order to increase the volume 
of business and decrease costs 

Objects of reorganization depend upon the type of coterpnse 
and the causes of difficulties Thcv are different for different 
concerns In general, the chief objects of reorganization are 
1 Reduction of floating debt 
2. Reduction of fixed cSsarges 
3 Acquisition of new working capita! 
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4 Disposal of unprofitable properties 

5 Release from unprofitable contracts especially burdensome 
leases 

6 Satisfaction of creditors 

7 New management if deemed necessary or desirable 
Methods of Reorgaoization 

The methods of reoreanizaiion are even more unprecise than 
the objectives Nevertheless following the above outline of objectives 
the methods may roughly be staled as follows 

1 Reduction of floating debt — Creditors may be willing to 
sacrifice part of what is due to them in order to be sure of some of 
It, or in order to avoid litigation or for both reasons On the other 
hand, It may be necessary to raise funds from securityholders The 
common shareholders arc the most likely source 

2 Reduction of fixed eharges—lht bondholders may be asked 
to accept a reduction m the face amount of their holdings or in the 
rate of interest thereon Only those whose claims arc affected can 
be expected to do so They may be offered income bonds or 
preferred stock, or they may agree to a postponement of maturities 

3 Newfunds/orworkingcapital— These are usually obtained 
from the following sources 

(s) Assessments on the common stockholders and other 
affected securityholders if any 

(b) Sale of new securities to outsiders 

(c) Sate of unnecessary assets 

4 Disposal of unprofitable properties— h is related to the sale 
of unnecessary assets Such properties may be m the form of little used 
warehouses, old machinery, unnecessary subsidiary companies, etc 

5 Release from unprofitable contracti may be obtained 
through negotiation The owners of a property which is leased to 
the corporation may see fit to accept a lower rental rather than to 
force the corporation to relinquish il through dissolution and, 
therefore, throw it back upon lessor s hands 

6 Satisfaction of creditors— M\ creditors must be satisfied’ 
before the enterprise whether m old or new form, can proceed 
Some creditors may be willing to accept partly cash and partly 
securities 

7 Neu management— fiew minagcment may be elected 
simply by the voting stockholders casting tbcir votes in accordance 
With their own wishes Frequently creditors may have some voice 
m the choice of management it they are to go along with the security 
holders 

Procedure otHeorgaaizatiou 

The Chandler Act 1938 lays down the procedure of reorgsni 
zation of distressed units or companies in many fields of actiuty 
It provides for two types of reorganizations of industrial and 
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public utility companies • (!) The larger corporate enterprises that 
ha\e securities m the hands of the public are usuallj reorganized 
under Chapter X (2) Small firms with unsecured bank and merchan- 
dise creditors find it simpler to effect an arrangement under Chapter 
X! (already discussed above) The provisions contained in Chapter 
X limit the activities and powers of inside interests and protect the 
rights of independent investors 

Steps in incfuslria/ reorganization The Bankruptcv Act 
prescribes certain steps in the orderly procedure of reorganization 
In chronological order they arc 

1 Filing a petition in Federal Court 

2 Appointment of a disinterested trustee b% the court if it 
entertains jurisdiction 

3 Preparation of a plan of reorganization by the trustee 

4 Hearings on the plan before the court 

5 Adsisory report on the plan prepared by the Securities and 
Exchange Commission 

6 Court approval of the plan 

7 Voting on the plan by the creditors and stockholders 
affected 

8 Confirmation of the plan by the court and execution of the 
plan by the trustee 

Acts of bankruptc)— According to the Chandler Act (he acts 
of bankruptcy consist of (I) concealing or translcmng property 
with intent to defraud creditors. (2) disenmmatmg m favour of 
one class or group of creditors by alJoHiog them to gam control of 
strategic property or making a general settlement with them vvhiJe 
msolveni , (3) admitting mabihty to pay debts or a condition of 
insolvency A petition in bankruptcy may be filed against any 
person (including corporations) within four months of any of the acts 
mentioned above 

Filing of petition — Reorganization proceedings are initiated in 
the jurisdiction of the debtors’s principal office— not necessarily its 
corporate office The proceedings apply to all of the corporation’s 
assets, wherever located, thus elirainalmg the need for ancillary 
actions Any corporation, industrial or public utility, other than 
a railroad, municipal corporation, bank, or building and loan 
assocsBtion, may imtiate a voluntary proceeding ‘ An involuntary 
proceeding may be instituted by three or more creditors who have 
claims against the corporation or us property which amount in the 
aggregate to S 500 or more A (nistcc under a mortgage, deed of 
trust, or indenture under which there arc securities outstanding may 
also file an involuntary petition without the co-operation ofanyof the 
corporation’s creditors, if the secunties outstanding are ‘Jiijuidated 

as to amount The trustee may also bring a suit on any violation of 

X When filed by the debtor It IS a volontary pctiuon ; when filed by cteditorv or 
an indenture trustee it is considered to be an involuntary petition. 
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the deed of trust or indenture No one may file a petition if one has 
already been filed by or against (he corporation The petition states 
that the corporation is insolvent or unable to pay its maturing debts 
A petitioning corporation must show its need for relief and suggest 
plans for reorganization and adjustment 

Any interested party may file an answer lo the petition or take 
exception to the statements therein The judge, if satisfied, approves 
(he petition and dismisses it if not satisfied 

Appointment of the Trustee— hssamiag the approval of the 
petition, the judge is then required to appoint a disinterested trustee, 
or trustees, whenever the indebtedness of the debtor is $ 250,000 or 
greater When the claims are Jess than (his amount, the appointment 
IS a matter of option with the court . and cither an outsider or the 
debtor himself may be named In cither case, the trustee becomes the 
agent of the court and is responsible accordingly This means the 
court may direct the trustee to investigate and examine the pertinent 
facts With reference to the condition of the debtor The trustee is dis- 
interested in the sense that he has no direct or indirect connection with 
the corporation and is not connected with investment bankers, lawyers 
or others who have been concerned with the issuance of the company’s 
securities The trustee is responsible for both analysing the financial 
problems and managing the firm Usually an officer or other 
employee of the company, who is acquainted with the technical 
details, will be appointed as an additional trustee whose activities 
are restricted to business operations 

Preparation of the plan of Reorgomzauon—TYie trustee assumes 
the responsibility for reorganization and enjoys the sole authority to 
formulate present and file the initial reorganization plan All 
interested parties are invited to submit plans . but these plans arc 
brought to a head in the trustee, who, in turn, submits the final 
result to the court The trustee collects extensive factual datn and 
the views of the creditors and stockholders can be presented 

Hearing by the court — After the trustee has formulated a plan 
and has submitted to the court, the court sets a time for a hearing on 
the plan and on any objections, amendments, or substitute plans 
which may be proposed by the debtor or by any creditor or stock- 
holder 

Adnsar} Repoil of the Seiuriiies and Exchange Commission — 
The Securities and Exchange Commission occupies an impor- 
tant ‘untc/i dog' position in reorganization If the liabilities exceed 
S 300,000 the court is required lo submit the plan or plans to that 
agency for an advisory report, and must postpone the approval of 
any plan until the Commission A.isc(fAcrstfbmf«ec? a reporf or has 

indicated that it does not wish to do so This report accompanies 
the plan, and the court's opinion thereon, that is submitted to the 
securityholders for approval The Commission Jus acted as a 
technical expert for the court and an information centre for the 
investors 

Court's opproial of the plan— After the receipt of the .iducc 
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of the Securities and Exchange CbmniiscjoD, the court maj announce 
its app^o^al of the plan if it is satisfied on all points. Among the 
fourteen points detailed b\ the Act in this respect, important ones 
are: (1) proM'sion for the pax-mcnt of the costs ofadnnm^tration : 
(2) provision for an\ class of creditors vihich does not accept the 
plan bj a t\so*ihirds ma)orit> : (3) similar accommodation of an> 
class of stockholders which does not accept the plan b> a majoritv t 
(4) prohibition of the issuance of non-voting stock and provision for 
equitable distribution of voting power : (5) requirement that the 
terms, position, rights and pmilegcsof Che several classes of securities’ 
are ‘fair and equitable and in accordance with sound business and 
accountmg practice.' 

Acceptance and confirmation of the p/on— After the initial 
approval bj the judge, the plan is submitted to the creditors and 
stockholders, accompanied bv the report of tbe Commission and 
the opinion of the court. Acceptance b> interested parties requires 
approval bv two-thirds of the amount of claims of ^editors, and 
if the debtor IS not insolvent, approval b> a majoritv of the stock. 
If the debtor is insolvent, the consent of the stockholders is not 
required to make the plan effective. 

If tbe creditors who bold fwo-ibirds of the amount of Ihe 
claims against the coloration and the holders of a majont) of tbe 
stock of the corporation accept the plan, tbe minorilv creditors and 
stockholders are bound b> the plan. 

Following the acceptance, the judge is required to hold a 
hearing to consider any objections which mav be made against tbe 
final conSnnatlon, Ultimate)), tbe court renders a cocfirmatioa 
if satisfied that “the plan is fair and equitable and feasible** and that 
it has been made m good faith in keeping with the provisions of tbe 
art. Wtb this conclusion, the plan becomes binding upon all parties 
concerned : and final decree is entered “discharging the debtor 
from all its debts and habiUlies, closing tbe estate,” and making 
miscellaneous clearances, 

Objeetires during ReorganizatSon 

ilamtainmg the going concern — Corporate reorganization is 
directed at the same purpose as individual bankruptcy. It accepts 
the assumption that the economy is benefited if the enterprise con- 
tinues as a going concern, that tbe economy stands to Jose if lbs 
bankrupt's property is sciz^ and sold piecemeal. The thou^t that 
an industry should be fully manned is evidenced in the policy 
toward railroads and public ulihlies. They arc required by 
to maintain themselves as going concerns during reorgan^iioi^ 
Their services are essential- In the Chandler Act industrial and 
commercial enterprises arc also required to maintain themselves 
as going concerns. It is economically unthinkable that t^ 
Ford Motor Company, General Motors Corporatio.T, or the United 
Stales Steel Corporation would be allowed to liquidate and disap?^ 
from the industrial scene. They and their Lind would be reorganized. 
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Nesottation and campromtse— The regulatory bodies and the 
courts arc charged with the duly of conserving pioductive capacity 
To that end, they will try (whtlcthcre is hope) to treat the company’s 
recovery as just as important as the adjudication of contracts The 
owners of the Corporation and its oificers may be motivated by 
the prospects of future profits, foreseen or imagined and that they 
are willing to try, try again At the same time, it would be useless 
to formulate a plan under which the patient will suffer a relapse 
The new capital structure must be supported by earnings Those 
who supplied equity and debt capital were both regarded as investors 
in the old company and entitled to participate in the new 

Meeting current o6/fgation — While the plan of reorganization 
IS in preparation, the trustee, m addition to preserving the going 
concern, must also meet certain pressing obligations Even a bank- 
rupt must have cash to operate An cntcipnse that expects to make 
a fresh start cannot ignore its current creditors, nor can it entirely 
neglect all previously incurred obligations Taxes must be paid, 
insurance must be maintained , pay-rolls most be met the channels 
of material supply must be kept open . orders must be executed 
if customers are not to be lost Therefore, the trustee will ask the 
management to co-operate with him m the preparation of a budget 
of the company's working capital requirements and operating expen- 
ses He Will obtain .i schedule of its important sales and purenase 
contracts Goodwill must be preserved, even at the cost of addi- 
tional financial outlays Lines of bank credit for current needs must 
be kept open, or reopened 

Obtaining cash during reorgomw/ioii— The compiny is m 
reorganization because of lack of funds and an impairment of work- 
ing capita! In order to keep its operations, new funds arc needed 
This is done by (1) assessments on the common stockholders and 
other afTected securityholders, if any . (2) sale of new securities to 
outsiders, and (3) sale of unnecessary assets The stockholders 
usually receive new securities for their assessments which may be 
termed a 'subscription' The trustee may seek authority from the 
court to issue receivership certificates, more properly termed ‘trustee’s 
Certificates’ The trustee may raise cash through the sale of property 
or assets 

Accomplislintenis of Reorgannalton — The reorganization plan, 
as finally completed, confirmed and pul into elTect, should achieve 
the following (1 ) the new company should be adequately provided 
with cash for its essential purposes, (2) the capital structure should 
conform with sound financial principles, (3) the difiicultics respon- 
sible for the company's failure should have been corrected or elirni- 
naied, (d/ h'te deti s.kaadd be s£> /educed that cdis.wp’i m the 
foreseeable future will be adequate for Its servicing. (5) the capital 
structure should be simplified, (6) securityholders who dissented 
should be satisfied, equitably and beyond any possibility of reopen- 
ing their cases 

Reducing the capital structure — ^To save the company, some of 
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the ongmal claims are in\-anabl\ sacrificed- Subject to the bargamm? 
power of \-anous interests sacnfices ma\ be expected from the 
following parties m order of iheir XTilncrabihtx (I) common stock- 
holders, (2) preferred stockholders (3) general creditors having no 
preferential claims, (4) unsecured creditors with preferential claim':, 
(5) junior-lien bondholders (6) senior hen bondholders (7^ holders 
of receiver s certificates, (8) holders of securities not in default, (9) 
creditors possessing valid claims for reconsiructioa CApenses (i e , 
wage earners (10) the tax collector 

Reorganization presents the reorganizers w iib a golden oppor- 
tunitv to consolidate diverse sccuntv issues and simplifv the capital 
structure, to ‘ clean up the balance sheet The capital structure 
of man> companies IS a patchwork of small issues some offered in 
times of stress, some during penods of growth . all were drawn to 
conform wath marie! conditions that no longer exist These hetero- 
geneous and inflexible capital structarcs can now be revamped m 
the interest of financial economv Debentures, junior bonds, and 
underlying issues can be consolidated into a sin^e new issue A 
simple capital structure of a single issue of debt secunties and one 
class of common stock will make finaaicial adroimstraiion easier and 
dear the w-av for additional finannnj m the \ear$ ahead. 

Reducing causes of /ni/ure— The act has created the “disin- 
terested trustee*’ who manages the corporate estate during reorgani- 
zation Being m a dominant position, the trustee is in a position 
to review the record of management without prejudice If be feels 
that the officers should be displaced, the plan wiJJ m> provide. This 
may be an important step towards eventual lehabiliiation, because 
in most cases the failures are the result of bad managezaenL The 
management may have been lorn between its pnvate mterests and 
those of the corporation, or between the interests of theimnonty end 
those of the majonty Kew blood and new nerv c may sav e the firm. 

Oiher accomplisfments — Rehabilitation also presents an enter- 
prise with the opportunity to divorce unprofitable affiliations and 
adopt new techniques New as'iets acquired during reconstruction 
mav even elevate an outmoded business to a position equal or 
superior to that of its nvals The new capital structure may be 
planned to avoid some of the burdens of taxation. Reorgamzalions 
are sometimes launched for the purpose of merging profitable or 
duarcisg rtos psc&tshie fifh^fd/snrs ssd brasyrbfs. 

Equitable plans of Reorganization — ^The law provides that the 
plan must be “/ecriWr ’, liieh to woik, give reasonable prospect of 
success If, in a particular case, the disinterested trustee is unin- 
terested, and the corporation under his guidance becomes less of a 
gomg concern than It was before, anv plan of reorganization i> un- 
likely to be feasible To meet the test of feasibihtv the compan' 
must emerge from reorganization with a sound capitalization and 
with adequate working capital One must see "w better a plan of 
reorganization will perrrui a self-supporting operation. The plan 
must be sound and not lead to another reorganization. 
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Secondly. Ihe plan must also be fair am! eciiiiiablc No class 
or sccuritylioldcrs should be included in the rcorganiz.ition unless 
there was an equity Tor that class Participation of claims and 
inicrcsts must be m the order of their pnontics The planners must 
put first things first, and the first thing to do in reorganization is to 
evaluate the debtor's assets It is the value of the property that 
determines the extent to which each class c.m participate in the plan 
of reorganization The plan is unfair and inequitable if it diverts 
assets \aliics to a junior issue that should have been .dloeatcd to <i 
senior issue Creditors must be covered before stockholders parti* 
cipate, and if debts exceed the value of the property, all assets must 
be assigned to the creditors If the stockholders arc to share in the 
plan they must contribute fresh capital Thcsimc applies between 
classes of stockholders In essence fairness is measured by the 
trc.itmcnt of the rights and pnoniies of the old securityholders , 
and participation by junior interests is dependent upon the existence 
of an equity or a new contribution on their part These two phrases 
arc tantamount to saying that a hi/ssnett tfiai fmli sJmhl failing 
hi the future U is important to note that the words ‘fair . 'reasonable' 
and ‘practicable’ used for qualifying a good plan of rcorg.mization 
m India and fngl md bear a close resemblance and meaning to the 
svords ‘fair’, ‘equitable’ and ‘feasible used in the United Stales of 
America for qinlifymg a similar rcorgani 2 .»tii)n plan 
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altta\sjustif> long-term borrowing and ihe real basis of long-term 

borrowing is pro\ided b> the Mabilitv of earnings 


External factors 

Economic eniironmcnl— Ific tocinp.c cycle The increase or 
decrease in the numbers and health of •I',' 

much influenced bs the changes in physical emironment Similar^ 
the prosperitj or adsersits of business units is atoed 
nreat extent b\ the chances in the economic ensironment 

?"e te™ business ocl'e is apphed to these changes talmg place n 

the economic ensironment Sometimes the 

brish, output increases margins "f P™®‘ c ihe husiLsrocle 
for insestible funds also goes up T*"* P’'??' orOTOtrans 
15 usuallj called boom The time is fasourable for ness pro 
To the contrars at other times the business actis t> is ’P^^ 
duction declines, margin of profit shrinls, there .jatmu, 

tiblc funds and numerous steals business “"J'' .^^“essmn- 

This phase of the business cjcle is ^ an 

Betsseen the periods of depression and boorn . 3„j 

intersening period of -tecosery- and betsseen the boom 
•depression' there may be a period of ‘recession „nandinc 

Prices of shares, in general, mose "P "Vl ‘J and 

business actisity during the periods of "“' 5 ^ 3 ,lie Mnods of 
mose dossn as the ''’™Vneinc It h Kship 

•recession' and ‘depression Long-term financing 
securities during the period of the upsssing ' ^ and 

adsantageous At such penods the •>"«"“ aril preference 

equity shares are sold at a premium . it is obf > P 
shares almost on the same terms as are to be rmete 
securities The high prices at sshich shaj^ ran ^ 
tempting sometimes that there is a real dang« needed 

through equity shares although the ^^5 my^ 
immediatel> Interest rales gcncralU tend t g increased 

period of brisk business actnit> on J ozs more 

demand for funds and the •uilhngncss of the borrouere I P^ , 

for these funds It ts probable that the P"b« So” The 
might show a donnward tendency “"der ‘Sthe nenod of brisL 
tendency of the interest rates to be higher during P actnity 
business actitity than dunng the penods and 

render the process of obtaining loait “Sratiseh loner business 
advantageous during the penods 

activity or the downward movement of the businc , -nviron- 

Lfe cycle efon mduTry. Besides iP' economic ensuM 

ment, the business units also base their '{"“I jo and just life 
provided by the particular industry to also^pass through 

business units the particular mdustnes ® nse to 

the different penods of their life Qclc bezm^ the penod 

new mdustnes like plastics or a*?*^"®* ^tan^ullv grown or 

of their childhood, some others like automobiles stanQ luny g 
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matured and still others hkc cotton textiles pass through their old 
age In India the industries like automobile manufacture or machine 
making are in their childhood , industries like sugar or cement 
have attained maturity and cotton and jute textiles have entered 
the period of their old age , some industries like indigo manufacture 
or salt petre died and disappeared long ago 

The problems of units operating in industries passing through 
llie diJTercnt stages of their life Cj^e are also different In new 
industries the number of firms in the beginning is smaller , the 
techniques and methods are not fully developed, the destinies of 
some of them are guided by dynamic personalities For expansion 
the saved earnings are usually the main source of long-term finance 
As the industries reach the stage of maturity, the techniques and 
methods become established and well-known , the intra-plant and 
inter-plant specialization proceeds further with speed , the size of 
units increases through the process of horizontal and vertical 
combination , and the management usually gets impersonalized 
During this stage the securities of the units arc listed on the stock 
exchanges of the country and the needs of the long-term finance 
are met through the mechanism of the capital market of the 
country . in general the financial policies followed by the individual 
units are the financial policies of the industry as a whole When the 
saturation point is reached (he scope for further expansion of the 
industry becomes restricted Only a small number of new units is 
promoted m such old industries Such units might have to rely 
more on ownership capital 

The competitive posliion of a unit 

Vie coinpeitlixe position of a particular unit wuhin n particular 
iiulusiry — In the present day world the individual companies usually 
operate under conditions usually called imperfect competition This 
situation implies a certain degree of monopoly and a certain degree 
of competition In an industry the things of the same type pro- 
duced by different units are not identical and indistinguishable 
from each other Although they meet the same demand, to the 
extent that they are distinguishable from each other they are diffe- 
rent products Certain producers by advertising and other means 
are able to develop a slightly preferential position for their goods and 
to this'extenC they are able to enjoy a certain element of monopoly 
in the midst of general competitive situation The dhoties produced 
by Arvmd and binlay and the jeans produced by Buckingham mills 
command a certain amount of preference m the textile market The 
products of Hindustan Levers enjoy a similar preference in the 
Vanaspati market A similar situation does not exist m the sugar 
market A large number of factoncs are producing white sugar 
m India but no single unit commands any preference for its pro- 
duct So the degree of competition found in different industries 
IS different Where the competition is more intense the element of 
uncertainly about the volume of sales and the amount of profit is 
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interest rates prevailing in the market at the time of financing, by the 
credit standing of the company in the market and the form and type 
of security chosen to be offered The choice of the form or type of 
security, in its turn, is dependent upon the comparative costs of 
alternative forms the degree of risk to the company involved m the 
use of various forms and the availability of finance During the last 
few decades the cost of debt finance has been lower in comparison 
to preference or equity finance Under such conditions debt 
financing may be chosen in spite of the risk it involves on account 
of Its cheapness and availability Then again as between the short- 
term and long term debt the weaker companies may resort to short- 
term debt because it is cheaper and more readily available although 
It involves a potential threat to solvency on account of the recurring 
necessity of repayment and renewal In some of the industrially 
advanced countries the short-term bank-lending rates are lower than 
bond yields During such periods of low short-term rates there is a 
strong temptation to obtain funds on the basis of short maturities of 
low cost But It may be more prudent for average company manage- 
ments to secure long-term finance on somewhat higher rates to 
safeguard themselves against still higher rates and paucity of funds 
later on The higher cost at this time may be justified as it assures 
a command over funds obtained now over a longer period For com- 
panies, having a strong financial position, it may be economical to 
pay a higher bank rate and wait for a future opportunity of financing 
on a lower yield debenture basis rather than to commit themselves 
over a longer period at a higher current rate on long-term debt 
securities A safe and conservative opinion, however, is that where 
there is a possibility of making choice, it is better to decide in 
favour of long term financing so as to be able to secure the benefit 
of the device of liquidating the obligation gradually and conveniently 
from funds set up for this purpose rather than be compelled to 
take resort to refinancing operations under uncertain and probable 
inconvenient conditions prevailing m the capital market in future 
The preference shares carry with them a minimum obligation on 
behalf of the management to pay regularly the stipulated rate of 
return or to repay the principal Preference capital assumes more 
risk in comparison to the debt cipitat and as such normally costs 
more than the debt capital Large sized companies with a better 
credit standing arc m a better position to sell preference shares in 
comparison to the companies of a smaller size During the period 
of the upswing of the business cycle, when business confidence is 
high, preference shares can be sold easily almost on debenture or 
bond yield basis The conditions are likely to be equally unfavour- 
able during the period of difficult or unhealthy business conditions 
In the case of the cost of equity capital a rough measure of 
cost is the relation of earnings to the price per share A correct 
measure, however, would be the relationship of future earnings to 
the price because a particular price is paid m the hope of expected 
future earnings But the future earnings may be over- or under- 
estimated and accordingly the relationship of current earnings to 



